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ABSTRACT

This study traces the early phases of evolution of VendaCraft , a corporation created as a holding company to exchange
its common stock for all the stock of four industrial vending
groups consisting of nine corporations.

Bnphasls is given to

the managerial structure of the holding company, its operational
problems, and its financial planning.
Venda-Craft was created as a stage in the transition from
private to public ownership of the operating companies.

The

i

transition is sought by the promoters for liquidity of in
vestment and stock market profits.
Economies of operation are also sought although the desire
for maintaining maximum autonomy of the operating units in
fluenced the development of a highly decentralized structure for
the holding company.

The structure of each operating unit re

flects the strong leadership of the promoter who developed it and
is now combining it with others through the holding company.
An immediate offering of coimson stock of Venda-Craft was
anticipated by the promoters.

The stock market slump in 1962

and the lack of clearly defined plans for the use of proceeds
of the proposed sale caused the issue to be postponned
definitely.
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Forces other than promoters’ objectives had a part in
determining the form of Venda-Craft.

The experience and back

ground of the promoters as practical businessmen, and their
personal traits of leadership are reflected in the organizational
structure.

Recommendations by consulting specialists, and

conscious application of management, financial, and accounting
theory contributed to the solutions of many problems.

In some

instances, leadership of other established vending companies was
used as a guide but techniques and policies of other companies
were modified for application to Venda-Craft.

In determination

of pricing policy, creative innovation was used.

External

factors such as the stock market and both state and Federal
tax policy influenced the form and policies of the holding
company.
In order to develop a basis for comparison, operating data
were collected on six leading vending companies.

Although the

sample was limited, the range of sales volume, age, and previous
history implies a broad look at representatives of the national
vending industry.

Despite their diversity of scope, similarities

in operating figures indicate the presence of industry charac
teristics.

Similarities were found in the proportion of debt to

equity, the relationship between current assets and fixed assets,
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the margin of profit after taxes to net sales, the typical
current ratio, the price earnings ratio at which vending stocks
sell on the market, and the ratio of market price of stocks to
their book value.

Present structure and operations of Venda-

Craft were compared with the norms developed from statistics
of the six companies.
With plans for the stock offering postponned, financial
emphasis is shifted to Improving operating results.

A four

year plan was developed to bring the operating results of
Venda-Craft into closer alignment with results shewn by the
industry leaders.

The ability to improve results is essential

for the eventual transition to public ownership at a price
acceptable to the promoters.

Successful operation must be

demonstrated by the holding company before the final objectives
of the promoters can be attained.
This study traced the development of one company as a
study in the applications of contemporary management theory and
practice.

The results obtained are not universal in their

application but indicate techniques and an approach for analysis
of the development and operation of other firms.

ix

CHAPTER I
INTRODUCTION

The creation of a business enterprise Is a complex
activity requiring the successful uniting of the diverse func
tions of production, sales and finance into a properly balanced
entity.

It is a time-consuming process requiring careful con

sideration of the items to be included and the manner in which
these items are combined to create the firm.

From the original

conception of the idea, the entrepreneur must progress along an
orderly path, accomplishing by a progression the various phases
of activity which lead to an operating enterprise.
not always the entrepreneur’s own choosing.

The path is

Trade custom, legal

requirements, and tradition influence decisions.

The failure to

recognize problems or the failure to provide for their sound solu
tions is a major cause of the heavy mortality rate among business
firms.

In reporting on 17,075 firms which failed in 1961, Dun

and Bradstreet cited lack of managerial experience as a major
contributing factor in 17.2X of the failures.

Managerial in

competence caused the failure of ar> additional 44.4Z^

Ifcggtt&h 1261* (New York: Dun and
Bradstreet, 1962.) pp. 12-13.

It is true that sometimes a business can be successful
despite a lack of planning, but such cases are rare.

They

depend to a large extent on outside conditions giving them a
windfall advantage or success being attained by laws of chance.
The entrepreneur is not a gambler who is willing to entrust
his funds simply to fate or luck.

He is willing to take risks

when he believes that he can minimize these risks by use of
controlled conditions and to this end, he acts to eliminate
difficulties and provide solutions for problems.
The first five years constitute the most crucial period
during which the plans of the entrepreneur, and his solutions
to problems, must prove to be effective.

Out of the 17,075

companies reported by Dun and Bradstreet as having ceased oper
ations in 1961 because of business failure:
19.8% were two years old or less
36.8% were three years old or less
56.2% were five years old or less.
During this critical period when organizational structures
are being solidified and operating policies are being formulated,
the entrepreneur must find ouch of this guidance from outside the
firm.

The lack of direct experience with the firm forces him to

rely on his own experience in other firms and his knowledge of the
principles and applications of management theory.
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Dun and Bradstreet, op. cit.. pp. 10-11.

Increasing probability of success requires careful planning.
A statement of the objectives of the firms, a decision as to the
type of organization to be employed, an estimate of the capital
requirements, an exploration of sources for obtaining the needed
capital, an evaluation of the market for the particular product
or service being offered, an estimate of the cost of operations,
and an estimate of expected profit comprise a basic planning
program.

As a final check, the expected profit should be weighed

against the probability of failure to ascertain if the risk factor
justifies the investment.

Host of required information is based

on predictions in which some margin for error must be allowed.
Even though the investigation requires much subjective judgment
by the entrepreneur, the effort to quantify forces him to con
sider the factors In concrete rather than abstract terms and in
creases the probability of success.

Statement of the Problem
This is the study of one stage of the transition of a group
of closely held corporations to public ownership.

The organi

zational device used to effect the change of ownership is a
holding company which will acquire all stock of the operating
units.

The objectives sought through the combination, the

reasons for the selection of the holding company as the device
of transition, and the problems encountered in preparing for
the transition will be explored.

Major emphasis will be on

financial and organizational problems in an effort to evaluate
their solutions when viewed in the light of established prac
tice or sound management theory.

Scope of the Problem
A concrete discussion of the process of creating a business
concern cannot delve into the specific problems or organization
without discussing a specific firm.

The evolution of each com

pany is different because it transpires at a different place,
at a different time, with different factors of physical assets
and people, and for different objectives.

The firm which emerges

is the result of custom building rather than coming from an
assembly line process.

Yet even with this diversity of nature,

the basic rudiments are quite similar.

This rudimentary nature

will be illustrated through birth and evolution of a business
corporation, using the illustration as a case study from which
parallels may be drawn and applied to other companies.

The

study will attempt to shew the basic objectives to be gained,
the major problems encountered in reaching these objectives,

and the solutions to the problems.
will be descriptive.

To this extent the study

But it will also be analytical. Alter

native actions will be studied and an attempt will be made to
show that final actions rest solidly upon theoretical concepts
of management and represent application of these concepts to
an actual situation.

The legal and social forces affecting

the corporation will be studied to determine how they affected
the final form of the emerging company.
The company used to illustrate the process of development
is a Georgia chartered corporation created as a holding company
to effect the combination and integration of activity of a
group of operating vending corporations through complete owner
ship of their stock.

In order to protect the companies against

disclosure of information of a confidential nature which was
made available to the writer for use in the study, the names
of all companies involved in the venture are fictitious.
The events which are described are factual and have already
occurred up to and including the chartering of Venda-Craft.
events and forces which shaped the final form of the company
are described and analyzed.

As the company begins operation,

programs are being developed and additional plans are being
made.

The

As a part of this planning, the writer compiled data on
expected future operations of Venda-Craft, determined the effect
which these plans would have on future financial needs, and
developed a financial program which the company should seek
to accomplish by the end of fiscal 1965.

The validity of the

goals was checked against operating statistics compiled from a
group of national vending companies.

It is gratifying to the

writer that the promoters of Venda-Craft have reacted favorably
toward the comparison and the established goals and are using
them as a part of the company's financial planning.

Premises Used in the Study
The following basic conditions are stated as being present:
1.

The individual operating companies are too small
individually to market a public stock issue.

2.

The companies involved are closely held but the
owners desire to create a wider market for their
securities.

3.

There is a desire by the present owners to maintain
autonomy of operations but still reduce unnecessary
duplication of business activities.

These premises are definitely understood by all of the
promoters as being the most basic foundation upon which agree
ment can be reached as to the need for combination and as to
the type of combination which should be utilized.

Delltation
This Is a study of the creation of a holding company as
a device for effecting the transition from private ownership
to public ownership of the combining units.

No presumption Is

made that the technique selected by the promoters Is the only
suitable technique or that it is the most desirable for all
companies.

The study will not explore comparatively the effec

tiveness of all devices or forms which might be used under all
circumstances but will be restricted to the holding company as
a form for simultaneously overcoming the obstacles and meeting
the objectives of the entrepreneurs in their decision to prepare
their companies for eventual public ownership.

It will, how

ever , Include comparative analysis of the holding company with
other forms to indicate the special advantages which the holding
company has in attaining the objectives sought specifically by
these companies In their combination.

Approach to the Problem
This study rejects the broad generalizations of the earlier
Universalists who sought verities of organization which were
equally applicable to all businesses without regard to size,
environment, or type.

Instead, it relies upon contemporary
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writers who are seeking specific concepts even if their appli
cation becomes more restricted.

Ernest Dale, a proponent of

specific application, suggests that concepts of organization
have greatest meaning when cases to which they are applied are
grouped both by type and size of company, and more importantly,
by objectives.

On this basis, successful executives have;

. . . ordered their resources so as to be able to
reach their objectives within the framework of the
law and existing social, human, and public con
ventions. . .
They ,/organlzers/ did not regard the division
of work and work assignment as predetermined, but
rather as dependent on their objectives. For them,
organization was like a road to market or a tool
with which to build.
They treated organization as an art rather
than as a science. True, they tended to classify
types of work and to postulate hypotheses or "cri
teria” of organization. But their classifications
and hypotheses were based on 6he technology of the
industry, on the environment of the company, and
especially on the changing personalities of top
management. Their hypotheses are approximations
and guides, applied with flexibility, rather than
universal principles enforced regardless of cir
cumstances and objectives. They are frameworks
designed to meet change and In practice were continually
modified.3

3Erneat Dale, The Great Organizers (New York:
Book Company, 1960), p. 26.

McGraw-Hill
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Expressing a similar view o£ the function of organizational
planning, Koch says:
To the forward thinking practitioner of organization
and control, it is not so important to adhere strictly
to universal traditions, nor to achieve rigorously the
logical poaitiviaai of the behavioral scientists. Ubat
is important is to face up to and solve the organ
izational problems of growth in response to change.
The development of a system of organization for use in a new
and dynamic business does not rest so much upon traditional
concepts of an "ideal” structure as it rests upon a conscious
effort to meet objectives.

It is a plan for grouping activ

ities and securing the cooperation of the personnel who will
undertake them.

Barnard states:

The persistence of cooperation depends upon two
conditions: (a) its effectiveness; and (b) its
efficiency. Effectiveness relates to the accom
plishment of the cooperative purpose, which Is
social and non-personal in character. Efficiency
relates to the satisfaction of individual motives,
and is personal in character. The test of effec
tiveness is the accomplishment of a coomon purpose
or purposes; effectiveness can be measured. The
test of efficiency is the eliciting of sufficient
individual wills to cooperate.

^Edward G. Koch, "Three Approaches to Organization,'*
Harvard Business Review. XXXIX, (March-Apr11, 1961), 162.
^Chester 1. Barnard, The Functions of the Executive
(Cambridge, Massachusetts: Harvard University Fress, 1938), p. 60.
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Going further than the Universalist theories, organization
is concerned with answering the following important questions:
1.
2.
3.

4.

What are the strategic parts of the systemT
What is the nature of their w t u a l dependency?
What are the main processes in the system which link the
parts together and facilitate their adjustment to each
other?
What are the goals sought by the systems?

Koch indicates three approaches taken by contemporary
literature in viewing the problem of organization:
1.

As a field of action for i^trovement of organization
and management practice.

2.

As a search for management principles as a result
of comparative study of successful business
organizations.

3.

As a theory of organization^which draws heavily
on the behavioral sciences.

However, by drawing from the second approach, principles may be
extracted by comparative study of existing businesses and then
using the principles so derived for the purpose of appraising
the structure of a particular business concern being studied.
The principles may not be applied dogmatically as statements
of absolute right or wrong but they can be applied as a guide
with allowances for variations in objectives, environment, and

^William G. Scott, "Organization Theory: An Overview and
an Appraisal," Journal of the Academy of Management. IV, (April,
1961), 16.
^Koch, op. cit. . p. 32.

11
even personalities.

This Is being undertaken In this study.

The emerging Venda-Craft will be viewed against the background
of current trade practice of similar companies, but in every
comparison, the individuality of the company will be maintained.

Objectives of Combination
The creation of a new corporation, Venda-Craft, through
the uniting of four independent operating groups is being
undertaken as a stage in transition from private ownership
to public ownership.

The holding company was selected as

the vehicle which would be most useful in effecting a com
bination to meet the diverse objectives of the contributing
stockholders.

The objectives for combination fall within the

major headings of (1) seeking a public market for their
holdings in common stock, and (2) seeking economies of joint
operation.

At the time when the idea of combination originated,

the market oriented objectives were dominant.

Inability to

effect an immediate market issue has forced more emphasis on
present operating advantages as a preliminary step to eventual
public sale of stock.
The present owners of the privately held operating companies
cite five advantages to be gained by establishing a trading
market for the securities which they hold:

tilder availability of capital sources
The ability to draw from the collected savings
of the public provides a much broader base for funds
acquisition and increases the amount available for
further expansion and growth.
Liquidity of investment
The inability of the owner to convert his claim
of ownership into cash may impose a serious disadvantage.
Even more difficult

is the prospect of converting merely

a portion of his claim of ownership into cash because
there is no established market for the stock.

Should

he, through his own efforts, locate a prospective buyer,
the amount which this buyer would be willing to pay will
be reduced by his anticipation of difficulties which he
might encounter should he desire to dispose of the stock
at some later time.

The assistance of an underwriter in

providing a wide base of stock ownership and the con
tinued participation of a dealer who stands ready to buy and
sell will facilitate the creation of a market where
transactions can take place with the minimum of friction.
Valuation
Public ownership of a corporation regularly traded
through an established market provides a convenient means

of evaluating the shares of ownership in the corporation.
This is especially useful in dealing with fractional in
terests of the total business.

Although there is no exact

way of determining a definite figure which may be uni
versally accepted as the value. the presence of quoted
ranges at which a buyer stands ready to pay and a seller
stands ready to accept provides the most effective meas
uring device.

Although capitalization of earnings is

frequently utilized to estimate going concern value for
a closely held company, the inexactitudes of both rea
sonable expectations of earnings and a realistic rate of
capitalization increase difficulties of sound valuation.
The market value of a widely traded stock includes the
opinion of aggregate buyers and sellers as to the proper
rate of return and expected earnings, as expressed through
price earnings ratios, as well as including any other
factors which would have a bearing upon subjective eval
uation.

In a closely held organization, the only methods

of desposing of the company as a going concern are through
sale to a buyer interested in entering the business or to
a competitor.

Both probably understate the value which

could be obtained from a wider market.

Aibllc ownership

then offers the dual advantages of providing a more suit-

able standard for measurement of the value of the
company in total or in part, and being able to obtain
this value in a fairly negotiated transaction.
Estate planning
With the large increase in tax rates dating from
the World War II period, much greater consideration has
been given to planning ways in which to legally avoid
these levys and to prepare to pay those which are due.
The successful entrepreneur must consider the effects
on his heirs of leaving them a large estate whose val
uation is subject to question and whose assets are in
a non-liquid form which is relatively indivisible.
Public ownership and trading can facilitate in establish
ing the value and if necessary provide for the payment
of the tax burden through the sale of a portion of the
stock.
Appreciation of stock prices
The post World War II bull market has seen the
price of common stocks rise as a result of investment
optimism to levels where the price per share multiplied
by the number of shares outstanding far exceeds the
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possible selling price of the firm as a going concern
to another entrepreneur interested in purchasing it
for its income producing potential.

This allows the

entrepreneur or his heirs to sell an interest in the
company through the public market at a price far in
excess of the amount which could be obtained for the
same fractional interest in a privately placed sale
negotiated in the absence of a public market.
Operational objectives are those coining as a result of
elimination of duplication of activities, and economies of scale.
They are:
1.

More effective use of excess equipment.

2.

Greater exchange of information about conmon
operating problems.

3.

Use of expert technicians and staff consultants.

A.

More effective use of salesmen.

5.

Economies of large scale purchasing of merchandise.

6.

Greater use of statistical and accounting controls.

7.

Centralization of planning.

Problems of Transition
In undertaking the desired transition from the privately
held corporation to the publicly held corporation, various internal
and external obstacles must be overcome.

The external obstacles

pertain to the relationship between the firm and the individuals
and institutions in the marketing process.

The internal obstacles

deal with necessary changes and adjustments in the structure and
management of the firm resulting from the change in ownership or
from its increased size.
1.

External obstacles are:

Size of issue
This will need to be large enough to attract an
underwriter, and thus place enough shares on the market
and have them spread over a sufficiently wide base of
ownership to provide frequent trading.

The ability to

prcrate the costs of issuance over a large number of
shares is also important since a heavy portion of the
costs are relatively fixed.
2.

Timing
A study of the market is needed to provide in
formation on pricing and favorable market movements.

3.

Registration
Compliance with the regulations of the Securities
and Exchange commission requires careful handling, time
delays, and expense.

4.

Pricing of the issue
Careful gauging of the current investment market
is necessary to obtain a fair price for the Initial issue.
The absence of past experience in this field forces heavy
reliance upon comparison with other similar organizations
which are presently being traded.

It is desirable to

place the offering price low enough to assure its public
acceptance but not at the expense of excessive dilution
of equity of existing stockholders.
5.

Arranging a satisfactory underwriting agreement
As the intermediary between the company and the
public, the underwriter can give valuable assistance
but It must be remembered that his counsel may not be
entirely without bias.

His desire for a "hot” issue

which will take an immediate price rise may cause initial
underpricing which results in lower net proceeds to the
corporation.

Furthermore, underwriting firms vary in the

type and amount of service which they render and in the
fees which they charge.
The internal obstacles present the greatest challenge to
solution and require careful adherence to principles of management
as well as critical analysis and evaluation of the problem.

The
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paradox of solutions which solve one problem but create addi
tional one8 is frequent.
1.

Some of these internal obstacles are:

Determining the capital structure of the new company
This problem Involves forecasting operating re
sults and interpreting the effect of these results on
investor objectives to create a structure which will
fit present needs of the company, provide flexibility
for future growth, and at the same time be marketable
to the investing public.

2.

Allocation of securities
Although closely tied in with determining the
form and amounts of the basic securities to be issued,
the problem becomes more acute when these securities
are allocated to existing stockholders in exchange for
their present shares and issued to outside investors.
Conflicts in objectives will be frequent here and
require skill in negotiation as well as the willingness
of existing holders to sublimate some of their personal
desires.

3.

Changes in control
Combination necessarily means a sharing of control
with outside Investors or with other parties in the
combining companies.

The ability to effect gains through

combination will rely to a large extent upon the
ability to centralize operation.

The loss of auton

omy is one of the prices to be paid for the advantages
to be derived from combination but the extent of the
change is subject to many different interpretations.
Compromises mist be reached in the conflicting desires
to retain control and acquire advantages of combination.
Developing an organizational structure
The physical combining of two or more organizations
poses difficult problems in meshing two different units
into a smoothly operating single concern.

Duplication

of activities should be avoided wherever possible.
Systems must be modified to conform to other systems or
to fill different needs.

Both of these will have a

major effect on personnel, both of executive statue
and at the various operating levels.

Frequently the

problem is greater for personnel at upper executive
levels than lower levels where jobs can be substituted
with greater ease.

Where the corporate officers are

also the major corporate stockholders, the problem in
volves greater conflicts.

The broader scope of operations

may also create gaps in staffing which must be recognized

and filled from outside sources.

All of this needs to

be done with as little upheaval to the employee as is
possible.
Combining operations
The companies must bring together in a physical
sense their operation so that product mix and volume,
selling, financing, and research flow truly as that of
a single company.
Providing adequate reporting and control procedures
This provides for comparison of expected perform
ance with actual developments and is an Important
measure of how effectively the combination has been
carried out.
Relationships with creditors

>

The security position of creditors must be pro
tected.

Clearly understood arrangements with them

assist the new concern in developing its own credit
position and are especially important to effect a trans
fer of liability to the new company.
Settlement with dissenting stockholders
For stockholders who oppose combination or the
securities offered in exchange, arrangements must be
made to remove their objections.

This may be through

21
further negotiations, resulting usually in a cash
purchase price agreement, or eventually have it re
solved by the courts.

These processes may be both

time consuming and expensive for the company and may
have a detrimental effect on its working capital
position.
The solution of previously mentioned internal and external
problems require careful planning to effect a successful com
bination.

Contradictions and conflicts must be compromised.

This can be done only through a complete understanding of the
long-run objectives sought by the combination and a thorough
study of the avenues which are available to bring them about.

CHAPTER II
BACKGROUND ON VENDING INDUSTRY

The earliest known reference to a coin activated merchan
dising device was made by the Greek mathematician, Hero, in a
work entitled Pneumatika which appeared in 215 B.C.

He illus

trated and described a device used for vending sacrificial water
in Egyptian temples by measuring out a specified amount when a
coin was dropped into the slot.

However, there is no indication

that the device was widely used.

What appears to be the first

patent issued for a vending machine was issued in England to
Simeon Denham in 1857 for a device to vend stamps.

The first

United States patent for a vending machine vent to tf. H. Fruen
in 1884 for an "Automatic Drawing Device" (U.S. Patent No. 309,
219), which was designed to dispense a liquid by a process which
bears a close resemblance to the device by Hero.
these machines were ever produced.

Very few of

The real beginning of prac

tical vending in the United States came in 1888 when Thomas Adams
introduced machines on the elevated railway platforms of New York
to sell chewing gum.
In 1925tcigarette venders were introduced and represented the
first serious attempt to sell items costing in excess of a nickel
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by a completely automatic means.

Initial attempts met with

derision from traditional tobacco companies, especially when it
was learned that cigarettes would be sold through the machines
for 15 cents as compared with a usual price of 11 or 12 cents
at traditional outlets.

Nevertheless, the machines became an

immediate success, establishing cigarettes as a major vending
machine item, as they remain today.
During the 1920's the present pattern began to take shape
with operating companies owning and servicing the machines and
paying a conmissicm to the outlets where they are placed.

The

first trade association

for the industry, the National Merchan

dising Association, was

created as the result of a meeting in

New York on September 14, 1936.
Following World War II, dramatic changes and explosive
growth took place in all phases
1946, Rudd-Milikian led

of the vending Industry.

In

the way in the field of hot food vending

with the first successful machine to dispense hot coffee.

In

the same year, Eastern Electric introduced the first electricallyactuated console machine for vending cigarettes.

Change makers

were introduced, first as service machines, then built in as
part of the machine Itself.

It was not until 1960 that machines

24
were comserclelly evelleble which would accept, Identify, and make
change for paper currency.

Yendo expects to have a machine on the

market within a year which will accept credit cards and properly
bill the transaction.

1

Total sales volume has increased rapidly.

In 1946, the total

volume amounted to $600 million but by 1961 had risen to $2.7
billion in merchandise sold through approximately four million
vending machines located throughout the United States.

Cigarettes

lead in pppularity of sales with one of every six packages being
sold through machines.

Cigarettes contributed approximately 43Z

of the Industry's 1961 total revenue.

Second in importance was

the sale of soft drinks in both bottles and cups which provided
another 18Z of the sales volume.

Approximately 150 vending machine

manufacturers are located in the United States, although many of
these products.

2

The number of operating companies rose from

G. R. Schreiber, A Concise History of Vending in the United
States of America (Chicago: Vend Publishing Company, 1961),
pp. 9-46
2
,rVending's Voracious Appetite," News Front. V
(June, 1962), 20.

25
approximately 3,500 In 1946 to a peak of approximately 6 t300 in
1959 and began a decline so that the total is now estimated at
6,200.

This decline in number of operating firms is due to the

wave of business combination which swept through the industry
beginning in late 1959 and continuing throughout 1960 and most of
1961.

Late in that year, the trend appeared to slow as the newly

emerged national companies paused to weld their many acquisitions
into solid, effectively managed corporations.

3

Taking cognizance

of the movement, l.H. Houston, manager of vending sales department
of National Biscuit Corporation commented before the Texas Merchan
dise Vending Association meeting in Dallas on September 17, 1960:
Number 1 on our list of clearly visible trends is that
toward bigness and national coverage. Ours is still an
industry of small owner-operator businesses, but with
the formation of new publicly financed companies and the
almost dally announcements of acquisitions and mergers,
we are following a typical and wholly progressive Ameri
can pattern.^
Despite the trend toward larger operating units, the typical vend
ing operation is still essentially a small business.

The typical

operator has a capital investment of about $30,000 involving about

3

"1962 Census of the Industry," Vend Market Data and Directory
Issue, XVI (March 15, 1962), 35.
^I.H, Houston, "The Trend to Bigness," Vend, XIV (October,
1960), 60.
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100 machines and two or three employees.

Sales volume averages

close to $2,000 per machine for in-plant sites.
runs around $800 per machine.

Gross profit

Net profit before taxes runs

about 4% of sales or about 2%% after taxes for the typical
company.

Since the typical company has annual sales of about

$200,000, profit after taxes (and owner's salary) averages $5,000.
Larger companies show about the same average sales volume per
machine but the wider base for spreading fixedcostsresults
more economical operation, hence, thenet return after

in

taxes and

owner's salary would tend to run between 3% and 5% of sales.^
A study by Boris Pari of the School of Business, North
western University, undertaken for Vend magazine also emphasized
the small size of the typical operator.

A profile was taken of 650

companies deemed to be representative as to geographic location,
sales volume, and product mix.
458
192
78

Of this group:

(71%) engaged in vending as a full time occupation.
(29%) supplemented another major line with somevending.
(12%)

572

were founded prior to 1945, the
founded in 1908.
(88%) were founded in 1945 or after.

305
98
247

(47%) are owned by sole proprietors.
(15%) are partnerships.
(38%) are corporations.

oldesthavingbeen

^Arthur F. Sllbert, 'Vhat You Should Know About Financing,'1
Vend. XV (December, 1961), 96.
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25X
9X
34X
13X
5X
14X

had
had
had
had
had
had

no employees.
1 part time employee.
1 t o 3 e m p l o y e e s ( t h e m e d i a n f o r a l l c o m p a n i e s w a s 2) .
4 ,,to 6 e m p l o y e e s .
7 to 10 employees.
11 o r m o r e employees.

It is significant that in I960, only 11X of the operating

companies had eleven or more employees, as compared w i t h 14X in
1961.

Diversification is also more widespread in 1961 than in

1960:
Humber of Companies Operating
Year
1960
1961

1 type machine
21X
18X

2 types
17X
12X

3 types
12X
10X

4 or more types
5OX
6OX

(Separate types of machines are those selling different
classes of merchandise such as cigarette machines, soft
drink machines, hot coffee dispensers, etc.)
The combination movement of 1960 resulted in larger companies
seeking joint efforts for financing and for developing future
growth.

Regular trading markets were established for the stock

of several companies such as ABC Vending, Vendo, and Automatic
Canteen on the New York Stock Exchange and others such as Inter
state Vending and Automatic Retailers are being traded over the
counter.

The new trading markets were commented on by Thomas

Donahue, President of the National Automatic Merchandising

^'*1962 Census of the Industry,'* Vend Market Data and
Directory Issue. XVI (March 15, 1962), 35-38.
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Association, in the President's Address of the association
meeting in Miami Beach on October 28, 1960:
In 1960 our industry caught the public eye in a most
spectacular way. It 'went public' in many more ways
than in the stockbroker's concept of the term. This
year we saw the emergence and consolidation of sev
eral large, well-organized national operating companies.
Me saw the building of strong and well diversified
manufacturing companies through absorption of smaller
long established and more specialized equipment producers.
We saw further efforts by suppliers of vendible products
to produce merchandise especially adapted to vending,
as well as efforts to improve existing products and
to render new services in financing, in employee
training, and especially in merchandising . . . In 1960
we saw the man-in-the-street buying a share of those
^
vending companies which were or because publicly owned.
With the movement toward larger companies and the tech
nological advances, the vending industry is preparing itself to
assume a much larger role in United States merchandising.

The

hot food market has just been opened by the introduction of
machines which will keep a complete meal frozen until a set
time and will then defrost and warm it for serving.

A major

trend at this time is installation of complete automatic inplant feeding for factories, office buildings, schools, and other
high density areas where quick and inexpensive food is desired.
The future potential of vending was explored by vending pioneer

^Thomas Donahue, "Change--Essence of Growth," Vend. XIV
(November, 1960), 167.
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K. Cyrus Milikian, board chairman of Rudd-Miliklan, Inc., in
an address to the Financial Analysts Association of Philadelphia
in May, 1962.

After predicting retail sales of $6.6 billion

within a decade, he gave seven reasons for this expected
expansion:
1.

Industry is moving to suburban areas where
traditional feeding and shopping facilities are
not as readily available.

2.

Rising costs of operation of manual cafeterias
in small and medium sized manufacturing plants
are making losses too great to be borne by the
company.

3.

Growing general acceptance of self service.

4.

Specific acceptance of certain products already
vended--20Z of all candy, 16Z of cigarettes,
25Z of soft drinks.

5.

Convenience of service at all times.

6.

Population growth forecast for 200 million people
by 1966.

7.

Emergence of national operating companies, and
consolidation of manufacturers, allow Issuance of
securities to the public and provide.leadership
and funds for meeting this expansion need.”

With the belief in this potential for grcwth, all phases of
the industry are moving to secure their position and improve their

Q
K. Cyrus Milikian, "Future of the Industry,” Vend, XVI
(June, 1962), 53.

competitive advantage.

The most potent force now at work in

the operating companies is the trend toward combination.

How

ever , the simple act of formation of a super ■‘company with its
acquisitions of smaller companies that are diversified geograph
ically and in type of operation, will not in itself lead to the
successful future.

Unless operating units can be coordinated

into a meaningful system, there is little chance for long-run
success*

The problem of uniting them is essentially a problem

of management •

CHAPTER III
THE COMPANIES COMPRISING VENDA-CRAFT

Four distinct ownership groups are participating in the
organization of Venda-Craft but these groups are divided into
eight separate and legally chartered corporations.

All have

developed around a central owner-manager who exerts great
power in the operation of his company even though other stock
holders share in the ownership.

Hithout exception, the

organizational structure, the operating policies, and the
financial position are reflections of the personality and
background of the awner-manager.
In this chapter, the development and present structure
of each company group will be reviewed.

Its strong points,

weaknesses, contribution to the new Venda-Craft system, and its
influence on the structure of the Venda-Craft system will be
explored.

Southern Sales Group
Southern Sales began in 1947 as a one man operation which
was engaged in placing and filling vending machines in factories
and institutions and in "street" locations, mainly automobile

31

32
service stations, grills, and restaurants.

Expansion of routes

and sales volume resulted in additional employees being hired.
Major structural revisions took place in 1955 and 1957 in an
effort to provide operating efficiency.

In 1959, the company

expanded into Georgia with the creation of a new wholly owned
subsidiary corporation.

The company sold out entirely its

"street" locations and moved completely to the newer field of
in-plant feeding.
At this time, the legal structure of the Southern Sales
System consists of four operating companies.

Two are located

in South Carolina and two are in Georgia.
1.

Southern Sales, Inc., was chartered in perpetuity
by the State of South Carolina on April 7, 1950.
Capital stock consists of 1,500 shares of common
stock at $10 par, 20,000 shares of common stock
at no par, and 600 shares of preferred stock at
$100 par.

2.

All stock is owned by five individuals.

The Colony, Inc., was chartered in perpetuity by
the State of South Carolina on October 15, 1948.
Capital stock consists of 150 shares of common
stock at $100 par.
Southern Sales, Inc.

All stock is owned by
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3.

Southern Sales of Georgia, Inc., was chartered by
the State of Georgia on February 13, 1959, for a
period of thirty-five years with renewal rights.
Capital stock consists of 10,000 shares of coaaon
stock with a par value of $5 and 250 shares of
preferred stock with a par value of $100.

All

stock is owned by Southern Sales, Inc.
4.

Rebel Sales of Georgia, Inc., was chartered by the
State of Georgia on October 30, 1961, for a peri'xl
of thirty-five years with renewal rights.

Capital

stock consists of 10,000 shares of common stock
with a par value of $5 and 250 shares of preferred
stock with a par value of $100.

All stock is

owned by Southern Sales, Inc.
The two South Carolina corporations operate exclusively In that
state and the two Georgia corporations operate exclusively in
Georgia, having been chartered when it was found advisable to
expand the geographic area of operation.

Separate corporations

were established Instead of branches or divisions to facilitate
operations as domestic companies and to Insulate the parent
company from risk in the event that expanded operations should
prove to be a failure.
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The use of two separate corporations in each state is the
result of wording of the sales tax statutes in each state.

In

Georgia, a sales tax is imposed using a bracket system which
required collection of a tax from the retail customer beginning
with lc on each sale of at least 11c but less than 36c where
the 2c tax bracket begins.

The seller then remits to the state

an amount equal to 3% of his net sales.

However, sales through

vending machines of items of 10c and under do not allow the
tax to be passed on to the consumer.

In order to provide for

some tax relief, an Executive Order was issued by the Honorable
Ernest Vandiver, Governor of Georgia, stating:
WHEREAS, it has been administratively determined that all
of the sales of merchandise by vending machine operators
of ten cents or less are single sales, and that such
operators have no opportunity mt grouping such sales so
as to collect any part of the sales tax from his customers,
and that the same is also generally true under existing
business practices and regulations In respect to other
persons exclusively engaged in selling tangible personal
property for ten eents or less; ...it is ORDERED that
said tax be levied and collected, based upon the cost
price of the tangible personal property to vending
machine operators exclusively engaged In dispensing
tangible personal property for ten cents or less and other
persons exclusively engaged in the sale of tangible per
sonal property for ten cents or less. All said taxes are
to be remitted by said persons to the State Revenue
Department.^

Executive Order No. 61-4 of the State Revenue Commission,
State of Georgia, March 30, 1961.
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Since the method of sales tax payment with Its favorable
provision provided for in this order is applicable only to
companies which sell items EXCLUSIVELY for 10c and under, it
was necessary to separate these activities by placing all
machines on which the savings would be allowed into a separate
corporation.

Thus, Rebel Sales was established to own and

operate all machines which sell items for 10c and under, leaving
Southern Sales of Georgia to own and operate all machines which
sell items for above 10c*

A similar situation in South Carolina

causes the same division in products to be made there.

Southern

Sales handles all items for 10c and under and the Colony handles
all items of higher price.
The organizational structure consists of General Officers
who are considered officers of the entire system and Divisional
Officers who are considered employees of the South Carolina
Division (two companies) or the Georgia Division.
General Officers
General Manager
The executive officer of the system is the general manager.
He is responsible for the success of the business through all
operations at all locations.

He reports directly to the Board

of Directors who have given him total authority and responsibility
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for fulfilling the objectives of the firm.

It is significant

in this instance that the general manager is the founder of the
system and one of its five stockholders.

In the legal organ

ization of the four companies which comprise the system, he
holds the title of president of Southern Sales and The Colony
and the title of secretary-treasurer of Southern Sales of Georgia
and Rebel Sales.
Personnel Manager
His responsibility is hiring employees, developing
standards for hiring and promotion, developing and supervising
the employee training program, and the maintaining of companywide morale.

This officer is directly responsible to the general

manager and is authorized to look into any areas of the business
that he feels would affect the accomplishment of his objectives.
He does not, however, have the authority to change procedures or
policies.

He does have the capacity to make recommendations.

If

the line supervisor does not agree with the recomnendation it will
be referred to the general manager for decision.

The August 8,

1962,directive appointing the current personnel manager expresses
clearly the feeling of the general manager:
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It should be pointed out that the recommendation of
the Personnel Manager will be very seriously considered
because he Is given the responsibility of achieving the
personnel objectives. One could not rightly expect that
the Personnel Manager be responsible for achieving ob
jectives if recoHsendations were not seriously considered.
Supervisor of Special Projects
A company "trouble-shooter", this officer is available to
give staff assistance to any division which is having problems.
He is the representative of the general manager to work closely
with any division head in solving problems or stimulating en
deavor in special promotional activities.
Controller
He is responsible for accurate accounting, creative analysis,
and financial planning for the system.

His position on the organ

izational chart is unusual in that the various clerks who perform
the actual record keeping are under the jurisdiction of the office
manager who reports directly to the South Carolina operations
manager.

The controller has no direct subordinates because he is

a part time employee.

He is a Certified Public Accountant who

maintains a practice in a South Carolina city and is an accounting
professor at a college in South Carolina.

Divisional Officers
Sales tfenager
He reports directly to the general manager and is re
sponsible for the obtaining of new locations, the retaining
of present locations, and the increase of sales volume within
his area.

He co-ordinates his activities with those of the

operations manager who is in charge of servicing all the routes
obtained by the sales manager.

At this time, the Georgia sales

manager is also acting as South Carolina sales manager although
the positions are still considered separate and shown separately
on the organizational chart.

Because this sales manager has had

more formal training in business than the operations manager in
each state, his function has been broadened to include consulting
in a staff capacity with the operations manager.

The present

sales manager has the title of president in the legal organi
zation of both Southern Sales of Georgia and Rebel Sales.
Operations Manager
He has three main activities under his jurisdiction.

His

primary responsibility is the direction of the filling and
servicing of vending machines.

In this line function, he controls

the supervision of all route salesmen and branch managers within
his state.

His other activities Include keeping the machines in

working order and running an orderly office.

The Maintenance

Department, under the direction of the maintenance engineer,
and the Office Department, under the direction of the office
manager, perform these functions.

The functions of the South

Carolina operations manager are somewhat broader than those of
the Georgia operations manager.

Because the home office of the

system is in South Carolina some of his subordinates perform
activities for the entire system.

In both divisions, the

operations manager reports directly to the general manager and
has the entire responsibility for operations within his state
with the exception of sales activities.
Maintenance Engineer
He has the responsibility of running the Maintenance
Department, keeping the machines operating on the routes, and
doing the repair work on the machines.

In both states, he

reports directly to the operations manager.

The South Carolina

Maintenance Department does all major repair and modification
work for the entire system.
Office Manager
This officer reports directly to the operations manager of
his state.

He has the responsibility of keeping all records

correct which pertain to the operations within his state, and
aiding in the Interpretation of them for the operations manager.
The South Carolina office manager performs much of the physical
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record-keeping for the entire system.

All payrolls are pre

pared in this office and most disbursements for merchandise
originate here.

The records of transactions are sent directly

to the controller who prepares the statements but the actual
work by the clerks is under the direct supervision of the office
manager who reports directly to the South Carolina operations
manager.
Route Instructor
He supervises the routemen operating out of the South
Carolina office in the same way that the route master supervises
the routemen operating out of the Georgia office.

In addition,

he works with the personnel manager in the training of route
salesmen for the entire system.
Branch Managers
Both the Georgia and South Carolina divisions utilize
branch managers in locations where the concentration of accounts
to be serviced and the distance from the home office allow less
expensive operation by this method.

Oat of state operations are

currently being handled in this fashion also.

An office in

Charleston acts as home office to a newly established North
Carolina branch and an office in Atlanta acts as home office
to a new Florida branch.
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Resident Managers
In Georgia, the resident manager is a route salesman who
has been promoted to full time attendance at a single large inplant feeding installation.

He is actually an operative employee

who reports to the route master.

As additional large installations

are developed, the use of resident managers will be Increased.

If

installations become large enough to warrant more than one employee
on full-time duty at a given location, the resident manager will be
responsible for their preformance.
Evaluation of the Southern Sales Structure
The structure of the Southern Sales organization is the most
completely formed of the group which will comprise Venda-Craft.
Although it has some weaknesses, the management of Southern Sales
is more clearly aware of the problems of organization than the
management of the other units and has made more attempts to
develop and adapt a workable structure.

It is the only unit which

has an organizational manual which indicates employment positions,
spells out the duties, and indicates their relationship both
vertically and laterally with other positions.

It is also the

only company which has on exhibit in the company office a large
organization chart.

It is significant in the thinking of the
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top management that this chart has a metal background upon
which the blocks representing job positions adhere by magnets.
Thus in a discussion of relationships, experimental maneuvers
can be worked out.
The basic philosophy of the existing management is that the
organization should reflect both the objectives sought and the
capabilities of members of the organization.

It is significant

that the structure has been frequently modified and if It is still
not ideal, it has at least avoided the rigidities which have been
typical of the other firms who have failed to modify formal re
lationships as changing size and conditions created problems.
Nevertheless, the present organizational structure exhibits
some rather unusual characteristics.

First, there is a distinct

difference between the legal organization of the component com
panies and the managerial organization.

Officer titles as used

for legal purposes do not carry with them the usual authority
relationships.

For legal purposes, there are four separate

companies but for managerial purposes, there is only one system.
Authority is delegated on the basis of system title rather than
legal corporation title.
understood relationships.

This makes for unusual although clearly
The president of Southern Sales of

Georgia has none of the authority usually assumed to go along
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with this title and reports directly to the General Manager
of the entire system.

The giving of this legal title to the

Sales Manager is attributed to creating for him prestige in
the eyes of the local business community which facilitates
his gaining access to executives of prospective client companies.
This facilitates accomplishing his clearly defined duties as
sales manager for the Georgia Division.
Bnployees may be component company employees or system
employees.

Only officers of the first echelon who report directly

to the general manager are considered system employees.

The

Colony in South Carolina and Rebel Sales in Georgia are legally
separate companies but their existence has little effect in the
managerial organization.

Officers required by law are filled

by duplicating the staffing of officers in the other company
operating in the same state.
The presence of four companies, each with its own officers,
would make coordination and centralization difficult in such
small companies.# Each component is not large enough to need or
able financially to afford full staffing in the usual sense with
its prevalent layers of superiors and subordinates.

For that

reason, it was decided to disregard completely corporate iden
tities in establishing formal managerial relationships.

The

arrangement is effective in that specialization of duties may be
employed system-wide.

In addition to having the most completely developed
organizational structure, Southern Sales has the widest span
of management reporting directly to the president.

Seven officers,

representing both line and staff functions, report directly to
the president.

This exceeds the frequently quoted rule of three

to six direct subordinates at the top level but falls well within
usual practice.

A study conducted by the American Management

Associations of 100 large companies and 41 smaller companies
showed that in practice the theoretical rule wa3 not strictly
utilized.

Half the large companies studied had nine or more

subordinates reporting directly to the president.

In the

smaller companies, 25 presidents supervised seven or more.

The

median for the entire group showed eight subordinates supervised.
In the American Management Association study of 100 companies,
there were 94 companies in which the production manager (comparable
in Southern Sales to the operations manager) reported to the pres
ident, 88 companies in which the sales manager reported to the
president, 46 companies in which the controller reported to the
president, and three in which a special assignments officer reported
to the president.

2

These results show that both the number and type

2
Bosses Break Buie on Span of Control, “Business Week,"
No. 1146, (August 18, 1951), 102-103.
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of subordinates reporting to the president of Southern Sales
are in keeping with common practice.
In viewing the formal organizational chart, two aberrations
from usual practice require special attention.

First is the

lack of direct authority which the controller exercises over
the accounting clerks.

A more usual arrangement would place

the accounting department directly under the controller.

Although

operations of the controller's department vary from one company
to another because of differences in company operation, un
planned evolution, and differences in interpretations of the
limits of the controller's functions, it will conznonly include
routine accounting operations, systems and internal audit,
taxes and other legal reporting, and budgets and analysis.

There

is frequent overlap between the activities to be assigned to the
controller and those assigned to the office manager.

In some

Instances, the functions of the controller are viewed broadly
enough to include activities of the office manager and his sub
ordinates as a part of the function of controllership and make
the office manager a direct subordinate of the controller.

A

more frequent application will assign to the office manager
certain duties which have to do with controllership and let the
*1

office department perform them as a service function.

David R. Anderson and Leo A. Schmidt, Practical Controllership (Homewood, Illinois: Richard D. Irwin, Inc., 1961), pp. 96-101.
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In Southern Sales, the situation is unusual in that the
controller has no power to command anyone involved in any
accounting activities.

Theoretically, the controller Is a

staff officer who makes reconmendations to the office manager
who is responsible for the physical preparation of all accounting
records.

In practice, the clerks look directly to the controller

for direction.

Although there has been no formal delegation of

functional authority, the controller has assumed authority which
is not recognized in the formal corporate organization.

Never

theless the lack of clear expression of authority is viewed as
a weakness in the structure.
Unplanned evolution is the cause of this strange situation.
The controller started with the company as a part-time outside
accountant keeping the records himself.

As the company expanded,

he assumed more responsibility in financial decision but did less
of the actual work of record keeping.

It was shifted to full

time clerical personnel in the office department.

The size of

the company would justify the employment of a full time con
troller who would take direct charge of the record keeping
activities but the owners feel that such a change would result
in the loss of a valuable officer who has assisted the system in
development and who understands the problems because of his long
and close association.
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A less defensible weakness is the co-equal relationship in
each geographical division between the sales manager and the
operations manager.

The two officers are supposed to share

authority for providing good service to customers.

Although the

change has not been shown in the chart, the current use of the
same sales manager for both divisions enhances his status some
what and may be a preliminary step to clarifying his position.
The sales manager is in charge of establishing routes and in
creasing sales but the operations manager is in charge of all
physical aspects of servicing the routes.

This is a merchandising

company which is sales oriented but in many actual situations,
it requires mutual agreement to accomplish company goals.

This

is illustrated by the situations in which the operations manager
makes a call with the sales manager in attempt to pacify a
customer who is dissatisfied with the service which he is re
ceiving.

The sales manager does not have the authority to

authorize a change in the mode of operation to provide better
service for the customer.

This joint authority has worked cut

in practice with suprisingly little friction.

However, its

success depends upon the capacity of these two personalities to
overcome this recognized structural weakness and to provide
mutual cooperation.

It also places a heavy responsibility on the
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general manager who is their immediate superior.

The relation

ship between the two officers is not clearly spelled out.

It

has been left to an informal working out of problems between the
men involved.
The use of a plural executive is a legitimate organizational
device although its use is best restricted to policy making over
broad areas in which many departments are affected.
Dale affirms the use of plural executive action but be
lieves that its use should be restricted to situations that can
be handled better by groups than by Individuals.

4

Even though the

two men communicate effectively and cooperate informally, there
is no evidence that a proper assignment of responsibilities
would result in an area of concentration too broad for one man
to handle.

A potential area of confusion under the present

arrangement is in the responsibility for customer relations.

The

sales manager acts at one time as a consultant to the operations
manager and at other times as a co-equal executive.

In the

solution of a particular problem, the overlap could easily lead
to confustion as to the capacity in which the sales manager is
acting.

The arrangement between the sales manager and the

operations manager is viewed as one of the major weaknesses of
the structure of Southern Sales.

Ernest Dale, Planning and Developing the Company Organization
Structure. Research Report N o . 20. (New York: American Manage
ment Association, 1952), p. 8 6 .

Despite the imperfections in the organizational structure,
Southern Sales is the dominant corporate group going into VendaCraft.

Like the other company groups, Southern Sales has

developed around its central leader but in its development has
avoided some of the rigidities of structure which characterizes
the other combining groups.

As company growth made old patterns

obsolete, they were abandoned in favor of new patterns which
were established to meet new objectives or adapted to changed
conditions.

The company also stresses management education

for its officers and supervisors.

Academic courses in business

administration in nearby colleges, special management short
courses, and individual study using current publications are
used.

The result is a knowledge of management theory which is

unusual by so many employees in such a small company.

The

emphasis on management education is directly related to the
background and education of the president of Southern Sales
who taught management courses at one time in a southern college.
His breadth of knowledge and the management education which is
emphasized in his company will be a valuable addition to the
holding company as it attempts Integration of the separate com
panies.

A major contribution to the success of the holdlpg

company is the understanding of organizational relationships
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and a willingness to modify existing relationships as con
ditions change.

Southern Sales is providing the example

(even though the example is imperfect) for development of the
other companies.

This contribution is as vital as the sales

volume which Southern Sales is contributing to the system.

Mid-Georgia Candy, In c .

This single entity located in central Georgia, was chartered
by the State of Georgia on July 19, 1955, for a period of 35 years
with renewal rights.

Capital stock consists of 1,66£ shares of

common stock with a $30 par value.
This company was created by the owner and operator of a
wholesale candy company who established Mid-Georgia Candy as an
outlet for his products on a nearby military installation.

As

a result of the mutual ownership of the two companies and their
close operational relationship, the formal organization of MidGeorgia Candy has been kept at a mininum.

There is no formal

organizational chart nor a corporate manual defining rela
tionships between employees.

All accounting activities are

undertaken by the larger affiliated company with a charge for
this service being allocated as an overhead cost.

The highly

localized area in which the machines operate keep requirements for
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routemen as low as two to four men with an additional two to
four men providing the back-up operations of maintenance and
stocking of merchandise.

Normal employment consists of five

men, all of whom report directly to the president.
The entire decision and policy making activities are under
taken by the president.

No effort has been made to expand into

new locations or create any sales generation activity other than
keeping operational machines in the present location and re
placing existing machines with improved models.

The location

was obtained through a government bid to provide the specified
service to the base.

The rather static conditions of operation

in the restricted market and the small number of personnel in
volved in the operation allow a single executive to utilize
only a single operative level beneath him.
Since the president of Mid-Georgia Candy is also the pres
ident of the affiliated company, the subordinates actually
reporting to him Include the operative employees of Mid-Georgia
Candy plus a minimum of three middle level officers of the af
filiated company.

The highly routine nature of Mid-Georgia

Candy's operations reduces the required direct supervision and
the close working arrangements with the affiliated company allow
a portion of the required direction and checking to be done in
that company.

The evolution of an informal arrangement for
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handling many routine problems reduces drastically the necessity
for action from the upper level.
with ordering merchandise.

An example of this has to do

Because practically all the mer

chandise sold through the vending outlets is purchased through
the affiliated company, records are maintained by that company
and when additional merchandise is needed, it is provided by the
issuance of a requisition.

The small size and limited scope of

selling activities reduce the complexity of the organization re
quired to meet the objectives of the company.

Organization here

consists mainly of division of work activities and checking the
performance against established sales quotas.

In such a small

company where the operative employees report directly to the
single executive of the company and the span of control is not
increased beyond reasonable limits, the arrangement offers the
particular advantage of keeping the executive closely in touch
with the operation of the business.

Coanunication is simplified

by a short vertical channel both for giving directions and for
receiving prompt and accurate reporting of results.
One complicating factor in an otherwise simple structure is
the unusual reliance on the affiliated wholesale candy company.
Through the establishment of norms of operation Including re
order points for merchandise to stock the machines, officers and

54
clerical personnel of the affiliated company are actually
exercising functional authority delegated to them by the
president of Mid-Georgia Candy.

Functional authority is the

voluntary surrendering of authority to make decisions in
certain restricted areas by an executive and transferring this
authority to another person.

It is frequently given to a staff

assistant with the result that orders may be given by the assist
ant without first clearing through the line executive.^

But the

application in Mid-Georgia Candy goes beyond the usual range and
establishes such authority with executives and clerical personel
in an entirely separate company.
The exception principle is used by the affiliated company
officers to determine when a question is to be referred to the
president.

A problem whose solution is not covered by stated

instructions or by trade custom and practice is referred to the
president.

When such a question arises, the operative employee

of Mid-Georgia may be referred directly to the president or the
affiliated company officer may take the question to the pres
ident personally and return the answer to the operative employee.
The decision to enter Mid-Georgia Candy in the Venda-Craft
system is, in effect, a decision to spin it off from its close

^Harold Koontz and Cyril O'Donnell, Principles of Management
(Mew York: McGraw-Hill Book Company, Inc., 1955), pp. 147-149.

dependence on the affiliate.

Major organizational changes will

be required to effectively integrate It Into the system.
Joining the Venda-Craft system will require a greater In
dependence on the part of Mid-Georgia Candy.

Furthermore,

the more dynamic leadership of Venda-Craft will be unsatisfied
to hold the company in its status quo even if it is making a
profit.

One of the advantages of including Mid-Georgia in the

Venda-Craft venture is its location in central Georgia where none
of the other companies have any installations.

It can serve as

an office for expanding operations into plants as well as other
military bases in northern Florida, central Georgia, and eastern
Alabama.

The candy company affiliated with Mid-Georgia Candy

Company through joint ownership is also a prospective source of
supply for tobacco and candy items.

Canteen Group
This group consists of a pure holding company and two
operating companies engaged in vending in South Carolina.

Evolu

tion of the legal structure is complex but represents the
leadership of one man.

In 1948, a partnership called Dixie Distributing Company
was formed by three men.

Each held an equal Interest in the
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business although one of them was managing partner and the
driving force behind the growth and expansion of the business.
On June 15, 1954, a charter was issued by South Carolina to
the same operators for a corporation called Canteen Company.
The new company was composed of 50 shares of common stock with
a par value of $100, all of which were owned by the Dixie Dis
tributing partners.

Although the partnership continued in

operation, the sale of all items which sold for 11 c and over
was transferred to the new corporation.

The purpose of the

separation of activities and legal entities was to take advan
tage of the state tax break on collection and remittance of
sales tax.
A year later a group of vending machine operations in South
Carolina entered into a consolidation agreement.

The resulting

company was a new corporation named Dixie Distributing Company,
Inc., which was chartered on July 1, 1955, by South Carolina.
The new corporation absorbed five vending companies, including
the previous partnership with the same name.

It took over the

trucks, Inventories, and cash of the various companies and
issued stock for these items.

However, the owners of the

combining companies retained ownership of the vending machines
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and entered into a contract to rent them to Dixie Distributing
Company, Inc., for a period of seven years.
Because Canteen Company reflected the exact proportionate
equity of the former Dixie Distributing partnership, the three
former partners transferred ownership of all partnership machines
to Canteen Company and let the rent flew to the corporation in
stead of directly to the individuals.
After a year and a half of operation in this fashion, the
management of Dixie Distributing determined that the rent being
paid to the various machine owners was excessive.

A second

arrangement was negotiated in which Dixie Distributing agreed
to purchase all machines through a stock issue to the machine
owners.

Capital stock was Increased to 8,507 shares of c o m o o

stock with a par value of $25.

All machines of Canteen Company,

including those selling items above 10c> were turned over to
Dixie Distributing in exchange for stock, leaving Canteen Company
as a pure holding company.

Because it had such a large holding

of machines, Canteen Company received 51.6% of the stock of Dixie
Distributing Company.

Thirty-seven individuals, representing

ownership of the combined companies, hold the balance of the
stock.

One man holds 14.9%.

The remaining thirty-six people

58
have holdings ranging from ten to 317 shares.

Only nine of

these people hold as many as 100 shares.
The transfer of all Canteen Company machines resulted in
Canteen Company acquiring a controlling interest in Dixie

Dis

tributing Company, but it also destroyed the sales tax advantage
by re-grouping machines selling items above and below the tax
break point of 11c-

On March 3, 1957, Industrial Distributing

Company, Inc., a new wholly owned subsidiary of Dixie Dis
tributing Company was established in South Carolina with 25,000
shares of common stock with a par value of $1.

It vends items

of 10 c and under, exclusively.
Throughout this developmental phase, the president of
Dixie Distributing, as one of the three originating partners,
was the main force behind the previously described transactions.
With the compliance of the other two original partners, who were
inactive in the actual operation of the business, he held power
which was almost absolute,

tflth the Canteen Company as a

dormant entity, and the two operating companies closely allied
in operation, the president exercised close control with a
minimum of formal organization.

Although the company has been

profitable and has established a good reputation in its field,
the organizational structure is the weakest of the four units
comprising Venda-Craft.

59
When he was no longer able to handle directly all of his
employees, a second-in-command executive was created to handle
the overflow.

This second executive was both an employee and

a minor stockholder of the firm.

Even now, he has no title but

Is a d£ facto executive vice-president.

Acting without any

clearly defined duties, he handles much of the day to day
operations of the system.

The carrying out of policy and the

follow-up to check results are broadly his major responsibilities.
Although he frequently participates in the making of policy in
a staff capacity, the actual decision usually rests with the
president.

The second officer has also performed as a liaison

man between the president and other minority stockholders who
have objected to the forceful and arbitrary manner used by the
president in running the company.

The relationship between

these two top officers has been cordial and close.

It is this

expression of an informal organization which has allowed them
to work as a team and to keep the companies running smoothly
without formal delegation of duties.
An outside accountant handles the actual preparation of
statements using data gathered and processed by the office
manager's staff.

He is on a retainer basis and is available

60
for consultation with the two top executives in all matters
pertaining to financial operation of the business.
An office force reports to an office manager who reports
mainly to the second officer although both the office manager
and his staff may receive direct orders from the president.
A maintenance department is under the jurisdiction of a
maintenance supervisor who reports mainly to the second officer.
Here, also, the president may issue direct orders.
Three supervisors handle the routine operation of the
route salesmen.

Their main function is relying directions

from the two top officers to the salesmen and checking to
see that these directions are properly carried out.

Poor

results requiring a change in directions would usually be
referred to the second officer.
Formal organization of the entire Canteen system is weak,
authority relationships are not well-defined, and communication
is vague.

Even though the companies do not have a large body

of officers and clerical personnel, a lack of effective com
munication is evident in its operation.
As a standard for a comnunications system conducive

to

good management policy, the work of Barnard is recounended.

He

suggests seven characteristics for an effective communications
system.

These are:
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1.

Channels of communication should be definitely known.

2.

Objective authority requires a definite formal channel
of comnunication to every member of an organization.

3.

The lines of communication must be direct or short as
possible.

4.

The complete line of communication should usually be
used.

5.

The competence of the persons serving as comnunication
centers, that is, officers, supervisory heads, must
be adequate.

6.

The line of communication should not be interrupted
during time when the organization is to function.

7.

Every comnunication should be authenticated, that is,
it should be known that the person giving the direction
is acting yithin the scope of his authority in giving
the order.

The laxity of formal organization causes frequent violation of
several of the items of Barnard's list.

Closely related with

the poor comnunication is the inability or unwillingness of the
founder-president to delegate authority.

Even after recognizing

that he could not be a part of every routine decision of opera
tion, and creating a position for a second major executive, the
president is unwilling to designate certain areas of exclusive
authority over ordinary affairs.

This means that channels of

communication are not definitely known, violating Barnard's

^Chester I. Barnard, The Function of the Executive
(Cambridge: University Press, 1938), pp. 175-180.
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first principle.

The route master, office manager, or main

tenance supervisor may present a problem to either of the
two executives without knowing which one has time to handle
the problem or has the needed information available.

If the

question is presented to the second officer, there is no way
of being sure that he can decide without discussing it first
with the president.

Even if the second officer should act

without consulting the president, the subordinate may wonder
with justification if the directions given are definitely
within the second officer's scope of authority or will be
countermanded by the president.

Barnard's seventh principle

is completely violated.
By custom and practice, and in violation of Barnard's
fourth principle, either of the two ranking officers may give
directions to the route master, office manager, or maintenance
supervisor as well as by-passlng them completely and delivering
orders personally to a clerk, route salesman, or maintenance
worker.

The argument is given that it is a small organization

where everyone knows everyone else and they are all working
together to get a job done.

Although there is some validity

to the argument, as a matter of policy, formal channels should
be established and used as far as possible.

The situation is
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conducive to problems and personal conflicts.

The lack of

difficulties at this time owes much to the personal tact and
diplomacy of the second officer who handles his somewhat
ambiguous position with aplomb.
A recent change of stockholder control of Canteen Company
will result in significant changes in the organizational struc
ture of its subsidiary companies.

A dissatisfied stockholder of

Dixie Distributing Company quietly negotiated the purchase of the
stock of Canteen Company which was held by the two Inactive
stockholders.

Because Canteen Company owns a controlling in

terest of Dixie Distributing Company, the new stockholder who
bought two-thirds of the Canteen Company stock is in a position
to control the entire system.
The repercussions of the change in control are as yet undeter
mined.

Although the president of Dixie Distributing has a contract

which has another year to run, it has been indicated that sweeping
changes would be desired by the new majority stockholder and that
a first step would be a reduction in the authority a«d activities
of the president with a corresponding increase in the position of
the second officer.

Better co-ordination for the transition from

old to new management can be undertaken through him.
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There is little indication yet of the feeling of the new
majority holder for the Venda-Craft project.

As a minority

stockholder of Dixie Distributing he was aware of the plans and
had voted for the creation of the company and the exchange of
stock.

But prior to his take-over of the Canteen system, he

had not been included in any direct negotiation.

The position

is made more difficult in that already he held a controlling
interest in Street Sales Company*, a vending company placing
equipment on "street" locations in South Carolina.

Although

Street Sales is a well established and profitable operation, in
the opinion of the Venda-Craft promoters, it does not have the
growth potential of vendors engaged in industrial feediug and
had not previously been considered as a desirable addition to
the regional company.
Three alternatives seem likely at this point.

First,

Canteen system might withdraw from the proposed regional system.
Second, Street Sales might be merged into one of the Canteen
Companies before allowing the system to join Venda-Craft.

Or

a close corollary to this alternative would be to negotiate the
inclusion of Street Sales as one of the units of Venda-Craft.
In either Instance, the changed size and outlook would require

*A fictitious name is used to protect the anonymity of
the company.
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reappraisal of the companies and a possible modification in
the stock exchange ratio.

The third alternative is a possible

agreement between the president of Dixie Distributing and the
new management in which the president and some other stock
holders would withdraw from the organization and have their
equity paid off in equipment at operating locations.

This

would be a splitting of the system into two separate organi
zations.

The split off unit would then join Venda-Craft, leaving

the remaining Canteen system in its affiliated position with Street
Sales.

Although there Is no legal basis whereby the president

of Dixie Distributing could force the splitting of the Canteen
system, it is believed that this would be accepted by the new
control group rather than face a stalemate in operation by an
uncooperative president or a damaging lawsuit coming from forcing
out the president despite his contract of employment.
alternative of splitting

The

the system is an extreme one which would

not be used if other amicable arrangements can be worked out.
In the present phase of negotiations, it seems unlikely that
such a drastic solution will be required.
The main contribution which Canteen system contributes to
Venda-Craft is its better-than-average earnings.

Operating with

about one-third of the assets of the combining companies, Canteen
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system generates about one-half of the after tax earnings.

Al

though the other systems uniting to form Venda-Craft have an
excellent potential for future earnings, Canteen system has the
greatest realized earnings position.

Any plans for an Imnedlate

stock sale at prices acceptable to the promoters must Include the
right to realized earnings of Canteen.

Canteen's decision to join

the holding company is a barter of Its present high earnings for
a participation in the potentially high future earnings of the
other companies of the system.
Much of the credit for the high earnings of the Canteen
group goes to the president.

His personal drive and constant

attention to operation produced results of extraordinary per
formance.

But his unwillingness to delegate authority limits

the expansion of the company to approximately its present level
because he is physically incapable of talcing on expanded oper
ations or activities.
The change of control of Canteen may well contribute to the
success of Venda-Craft by bringing in a new management group
which is willing to modify and improve existing organizational
structure and procedures
growth.

in such a way as to allow additional

Having been dissatisfied with previous operation, the
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new majority stockholder is already acting to institute reforms
which will make internal coordination more effective.

If these

changes can be effected and still maintain the present profit
position, additional growth and future profits are possible.
The personal force of one man will be replaced by the cooperative
force of an effectively organized management group.

These

changes will result in better working relationships with the
other Venda-Craft companies and a fresh philosophy of cooperation
with them for further unifying developments.

Piedmont Dairies. Inc.
The structure of this company is basically a simple one
of highly centralized authority.

The company operates two

milk processing plants, buying and picking up the raw milk
from individual dairy farmers.

After processing, the milk is

packed in Individual cartons and multi-galIon containers for
sale and distribution to vending companies, or it is sold in
bulk to several military installations in the Norfolk area.
As the majority stockholder of the company, the president
and general manager uses his position to maintain a close control
over all phases of its operation.

All questions of policy af

fecting the entire company are referred here for decision.
deviation from routine operating procedure

of the plants

Any
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is cleared with him, at least on an informal basis.

Creation

of new business, which consists of bidding on government in
stallation sales and negotiations with vending companies, is
directly the responsibility of the president.
Each of the two processing plants is under the supervision
of a plant manager who reports to the president.

Each manager

is responsible for providing a supply of milk adequate to fill
the delivery contracts negotiated by the president.

Hiring

operative workers for a plant is left to the manager but re
viewed by the president who also determines whether new positions
will be created or existing positions will be removed.

Promo

tion to supervisory positions is also upon the recommendation
of the manager but subject to ratification by the president.
The controller reports directly to the president and is
responsible for collecting data from both processing plants,
consolidating it into operating statements for the company, and
interpreting the results of these statements for the president.
He is called upon to advise the president in a staff capacity
on any decision relating to the financial affairs of the company.
Each plant manager places supervisors over control areas.
The operative employees in that area report to the supervisor
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who reports to the plant manager.

The operation is essentially

a highly mechanized flow process, with major areas consisting
of receiving, pasteurization, bottling, and shipping.

A main*

tenance supervisor is also included who reports to the plant
manager.
Departmentation is on a geographic basis for the operating
units with the milk processing plants then using a functional
basis.

The financial and accounting activities are assigned

to the controller who exercises functional authority over the
employees of the reporting plants who perform the record gath
ering activities.

Organization is simple.

Span of management

is narrow at the top with only two plant managers and the con
troller reporting directly to the president.

A narrow span is

important here because of the frequent conferences wit h the
subordinates regarding operations in the plants.

However, the

establishment of formalized policies for handling more operating
questions could reduce the need for consulting with the president
but he resists this approach, feeling that it would cause him
to lose direct touch with the business.

The narrow span is also

made possible here because the president undertakes activities
which in many businesses would be done by someone in the second
level.

The presence of a sales manager or a personnel manager
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who might report to the president is removed by the president
undertaking these activities himself.
narrow span is somewhat of an illusion.

In this respect, the
Instead of coordinating

activities of others, he performs the activities himself.

The

actual time involved exceeds the time required to coordinate if
he could bring himself to allow further delegation of authority.
The president completely dominates the company.

Operational

affairs of the plants have been delegated but these affairs are
closely checked by the president.

Barnard develops a concept

of authority coming from authority of position and authority
of leadership.

In the former Instance, the willingness of in

dividuals dealing with a leader to accept his advice or
direction is based on the leader's advantage of position.

In

the latter instance, the leader's knowledge, understanding, and
technical ability give force to his directions.

Where both

situations are present in the same man, his influence is vastly
increased and efficiency of the organization is increased.^
In the person of the president of Piedmont Dairies, his authority
is drawn from both areas.

A capable businessman who is re

sponsible for the beginning and development of the firm and who
has been closely involved in each step of its evolution, he
commands the respect of all who work in his organization.

^Barnard, op. cit., p. 173.

The
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main criticism which Is made of the organization Is the un
willingness of the president to establish clearly defined
policies of operation and delegate to subordinates the authority
to carry out more of these policies.

Expanded operation, par

ticularly as a result of joining Venda-Craft, will make this
necessary or result in less effective operation.
Vertical integration is one reason for inclusion of
Piedmont Dairies in a vending combination.

The company is the

prime source of supply for milk sold through the machines of
Southern Sales and Canteen Company.

A constant source of supply

at favorable prices for an important segment of merchandise
is assured.
Piedmont Dairies has other contributions to make to the
new system.

As a supplier of milk products to several large

military establishments, Piedmont Dairies has developed a
reputation for reliable service.

If service could be broad

ened to include full line vending service by one of the
affiliated companies, sales volume -- and hopefully, profits -could be substantially increased.

Piedmont Diaries also serves

as a supplier of milk to other vending companies in the South
east.

Such an established connection will provide a source

of information on the operations of other vending companies
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which will be useful in carrying out the holding company's
intention of additional expansion by acquisition of other local
vending companies.

Piedmont Dairies may also be used as a base

for development of processing and manufacturing operations of
milk products and other food items to be sold through vending
machines.
A special contribution to Venda-Craft is the drive and
ability of the president of Piedmont Dairies.

He is a promoter

who has developed several previous businesses.

On the manage

ment team of Venda-Craft, he should be an "idea” man, using his
experience and insight to discover other opportunities for
profitable development.

It is conceivable that some potential

opportunities may be completely outside the vending area but
would be developed as other subsidiary companies of Venda-Craft.
Diversification, both present and future, becomes a major con
tribution of Piedmont Dairies.

Summary
As an overall appraisal, none of the present structures
approximate an ideal structure under present operating conditions.
Each company is guilty of imprecisely defined relationships and
the lack of clear allocation of duties.

The common weakness is

at least partially the result of another basic characteristic
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which they have in common: each company and its organization
is a result of evolution under one strong leader.

Each company

grew as an extension of the personality of that leader.

His

objectives became the objectives of his company and he ruled as
a benevolent czar.

Using employees who had less education,

experience, or foresight, he directed them in the activities of
carrying on a business.

He alone was management.

The success

of this initial stage, when organization was simply allocating
certain duties to operative employees, is shown by the growth
which occurred.

And with growth came more complex problems of

organization and greater required delegation of authority.

In

varying

degrees, all four founders show a weakness in the ability

to turn

over control of segments of their business to others to

handle.

Dale, elaborating on a statement attributed to

Lieu

tenant Colonel Lyndall Urvick, says that the problem of delegation
is in part personal and in part personnel.
On the personal side, the owner-manager may find it
extremely difficult to delegate any part of his work.
He may feel that nobody can do it as well as he, and he
may be right. Nevertheless because his time is limited,
he must concentrate on those matters which he alone can
handle or which he can handle far better than anyone
else ...
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The personnel problem facing Che owner-manager may
also assume serious proportions.
Present members of
management, such as the foreman and the engineer, may
have been hired originally because they were good at
carrying out the chief executive's ideas. Now they
may expect promotion to higher managerial jobs, be
cause of long service and seniority, even though they
are not qualified for them. If there is no policy
of promotion-from-within, outsiders with production
experience and familiarity with modern management
methods may be hired instead. But this may cause
friction among the existing personnel. There may
also be the problem of rivalry between a new executive
and the president, aggravated in cases where there is
an overlap of functions--especially where capital has
been supplied by the newly arrived executive.
Both elements are experienced in the present structure of all four
combining systems.
With the possible exception of the Southern Sales system, the
present organization structures exhibit rigidities.

The same

structure was continued in use where it was no longer applicable
as Increased size altered departmental and individual relation
ships.

Future growth is constricted as organizational structures

are unable to assume expanded operations in an effective manner.
The act of uniting in Venda-Craft injects a new and major in
fluence for change into presently rigid structures.

Having

shattered the concept of status quo through one drastic change,

Dale, Planning and Developing the Company Organization
Structure, p. 38.
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other less revolutionary changes become more acceptable to top
management.

The free transfer of information with the other

companies, the examples which other companies set, and the
wider scope of activities contribute to an over-all re-appraisal
of each company and its effectiveness by its own top manage
ment.

Such re-appraisal becomes an important side effect of

combination and will contribute to the growth and success of
the entire Venda-Craft system.
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CHAPTER IV
DEVELOPMENT OF VENDA-CRAFT

The charter for Venda-Craft, Inc., was issued by the
Superior Court of Fulton County, Georgia, on August 4, 1961, for
a period of 35 years with the right of renewals for like periods.
Aughorized capital stock was set at 500,000 shares of comnon
stock with a par value of $1.

The objectives of the company as

set forth in the charter are:
1.

To sell prepared food products, confections, beverages,
tobacco products and other merchandise through coinoperated machines;

2.

To manufacture, produce, purchase, acquire, own, hold,
make, sell and otherwise dispose of, and generally to
trade and deal in and with, as principal or agent, at
wholesale, retail, on commission or otherwise, food
products, beverages, goods, wares, merchandise, commo
dities and property of every kind and description;

3.

To engage in, conduct, and carry on a general manu
facturing, merchandising, mercantile and trading
business;

4.

To own, hold, sell, dispose of and otherwise trade or
deal in stock and securities of other corporations and
other forms of business organization; and

5.

To transact any and all of the foregoing business either
as owner for its own account, or as agent or for the
account of others, or as a partner, joint venturer, or
other form of organization or in relation with others.

Corporate Charter of Venda-Craft, Inc., on file in the
office of the Georgia Commissioner of Corporations, State
Capitol, Atlanta, Georgia.
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Although offices of the company are established in Pulton County
(Atlanta) the right is reserved by statement in the charter to
establish and operate offices and branches both in other counties
of Georgia and outside the state.

By express statement in the

charter, there is no preemptive right on stock.

In accordance

with the minimum capital requirements of Georgia, Venda-Craft
began operations with a minimum capital contribution of $500
representing the purchase of 100 shares of stock by one of the
petitioners for incorporation.

This was merely a formality to

bring about a corporation which was then in a position to enter
into contracts.

Events Leading T"> The Creation of Venda-Craft
During 1960, as the merger movement among vending operators
was under way, each of the previously mentioned ownership groups
was contacted by one or more of the newly formed or about-to-beformed national companies.

Individually they entered into nego

tiations and became convinced that their best interests lay in
uniting with others if equitable terms of exchange could be
agreed upon.

During 1960 and early 1961 each group was involved

in negotiations with United Servomation which was in the process
of formation at that time.

Action proceeded to the point where
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an option to affiliate with United Servooation was held by
each group and could be exercised by the local companies upon
the completion of an audit by Price Waterhouse for the purpose
of determining the basis for exchange of shares.

The results

of this audit persuaded these and several other companies in
the region that application of the previously developed fornula
of United Servomation would result in an unfavorable stock ex
change ratio and the option was allowed to lapse.
Still believing in the advantages of combination, repre
sentatives of companies located in the Southeast began to
talk of a regional combination.

The first meeting of the group

which eventually resulted in Venda-Craft occurred in February,
1961.

By May, the prospects for a regional operating company

appeared favorable.

Participating in these negotiations were

eight vending groups located in six southern states with combined annual sales of approximately $8 million.

2

The point of

agreement was that such an organization would be desirable but
the difficult task of negotiating the terms of combination and
creating an organization capable of accomplishing the desired
results had yet to be worked out.

To lead in this endeavor,

the president of Southern Sales Company

2

was named temporary

"Venda-Craft Progress," American Automatic Merchandiser,
VII (May, 1961), 10.
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chairman.

At this time, even the objectives of the group were

not settled.

There was still interest in joining a national

group but it was felt that even an informal combination at the
regional level would strengthen their bargaining power with
another group.
Three different alternatives were under consideration.
The first, and most popular at this time, involved affiliating
with Automatic Retailers of America, Inc., or some other similar
group.

The chief advantage of this was the added negotiability

of the stock received in such an exchange.

A second alternative

was a regional organization created with the close cooperation
of a local underwriter who would undertake an immediate stock
sale and establish a local market.

The third alternative was a

merger or other combination for mutual benefit in the form of
greater stability through mutual strength, better cash flow,
wider financing, and expanded growth potential.

It was felt

that the two previous alternatives provided all of the advantages
of the third one plus being able to offer Immediate liquidity to
the present group of stockholders who sought to diversify their
personal holdings and avoid a locked-in position.
It was agreed that the first alternative should be pursued
vigorously with an attempt to consummate it before the planned
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listing of Automatic Retailers of America on the board of the
New York Stock Exchange in order to take advantage of expected
price increases when public trading took place.

If such a rise

did occur, the effect on companies joining the combination at
a later date would be a less desirable exchange ratio in the
stock swap.

The chairman of the Venda-Craft project was empowered

by the interested companies to negotiate in their interest

with

Automatic Retailers although acceptance of terms of exchange was
subject to ratification by the stockholders of the Individual
companies.

Flexibility was maintained, with negotiations under

way with Automatic Retailers, exploratory talks with an
underwriter, and settling of details for a merger going on
simultaneously.

The ultimate decision would be for the adoption

of the course which seemed most advantageous to all.
Much of the initial work toward organization was undertaken
by the chairman.

The following functions were advanced by the

Venda-Craft group as necessary to be performed by him:
1.

To establish a central clearing house for
communication between the individual operating
conf>anies and the rest of the business community,
such as the underwriter, the auditors, lawyers,
prospective future members of Venda-Craft, and
potentially competitive companies.

2.

To negotiate for the group in the many decisions
that must be made on a daily basis for the group,
particularly those involving individuals and
organizations mentioned in (1 ) above.
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3.

To channel to the proper conmittees of Venda-Craft
those suggestions and questions which the Individual
operators have.

4.

To have a central source to whom prospective companies
for Venda-Craft can be referred.

3.

To have someone responsible for moving the project
along at the greatest possible speed and who has
this as his primary responsibility.

6.

To have work
organization
needs of the
newly formed

begun on the shaping of the type of
that will eventually serve the best
individual operating units and the
company.

When further negotiations with national groups proved to be
unsatisfactory, it was concluded that a regional grouping would
be undertaken.

The first problem required a decision as to the

type of organization which would be created.

A consolidation

with present companies continuing to operate as divisions was
considered and abandoned in favor of a holding company.
During the period of negotiation prior to incorporation of
Venda-Craft, the chairman, acting as a promoter, traveled
extensively in performance of his duties, made contracts with
the accountants for necessary auditing of the combining firms
and for establishing of books for the new company, dealt with
the lawyers who were preparing the incorporation papers, and
incurred other organizational expenses.

These obligations were

paid by his firm, Southern Sales Company, and were recorded on
their books as accounts receivable due from Venda-Craft.

After
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chartering, it was agreed by the participating companies that
an initial cash contribution o£ $25,000 would be made to repay
the debts already incurred and provide for initial operating
costs.

On the basis of the preliminary report of the Evaluation

Committee (see Evaluation Section) ownership of Venda-Craft
would be held as follows:
38%
32%
24%
6%

by
by
by
by

Piedmont Dairies
Southern Sales Group
Canteen Group
Mid-Georgia Candy

This, of course, was subject to modification when the final
audit and accounting alignment of the companies was completed,
but on this basis, the following initial contribution to cover
costs was made by each company:
$9,500
8.000
6.000
1,500

by
by
by
by

Piedmont Dairies
Southern Sales Group
Canteen Group
Mid-Georgia Candy

Following the issuing of the charter, a set of by-laws was
adopted (see Appendix 1).

During the planning stage of the

corporation, policies were agreed upon informally through meetings
of the vendors comnittee which consisted of at least one repre
sentative of each of the combining groups.

It should be emphasized

here that this group was quite informal and uniform agreement was
desired before continuing further with any plans.

After the

84
chartering, the vendors committee met and informally agreed
upon the content and wording of the by-laws.

Then the sole

stockholder who held the 100 shares of the outstanding stock
called a formal meeting and voted to accept these by-laws.
Directors were then elected in accordance with Article VII
which calls for not less than seven nor more than twelve
directors selected from the following groups:
a.

Two directors from those who were former
stockholders or are present officers or
directors of Southern Sales, Inc.;

b.

Two directors from those who were former
stockholders or are present officers or
directors of Piedmont Dairies, Inc.;

c.

Two directors from those who were former
stockholders or are present officers or
directors of Dixie Distributing Company,
Inc. ;

d.

One director from those who were former
stockholders or are present officers or
directors of Mid-Georgia Candy Company,
Inc .3

The Board of Directors then elected the officers of the corpo
ration.

The former chairman became president and the additional

positions of two vice presidents, a treasurer, and a secretary

By-laws of Venda-Craft, Inc., Article VII (See appendix).
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were filled from executives of the combining companies.
With this phase of the organization completed, operations
could now take on a more formal nature.

The temporary chair-

man had become the president of the newly chartered corporation
and the board of directors was now composed of representatives
of the combining companies in the same way in which the previous
planning conmlttee was composed of them so that actions now
could come before a board for discussion and official decision.
The newly elected board would function as the policy making
body for the corporation with the executives to implement these
policies.

An important step in the transition was hereby

accomplished.

CHAPTER V
THE STRUCTURE AND ORGANIZATION OF VENDA-CRAFT

Development of the Legal Organization of Venda-Craft
Very early in the developmental phase of Venda-Craft when
negotiations were still in progress with national companies, gen
eral considerations for the desired type of management were set
up as policy guides.

A Long Range Policy Cormnlttee submitted

a report from which the following excerpts are taken:
The initial management team shall be strong. A
planned program should be devised to add further
strength to that management team as growth
dictates . . .
Local autonomy in action for the local companies
should be continued so as to increase initiative
in each of the operating companies on a long
range basis.
The initial policy of maintaining local autonomy became a de
ciding factor in determination first the legal structure of
Venda-Craft and then the organizational structure of the VendaCraft system.

Outright fusion through consolidation was

considered in the early phases with present ownership groups
operating as divisions.

Consolidation was abandoned in favor

^From an unpublished report of the Long Range Planning
Committee dated August 16, 1960.
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of a holding company because the ease of organization and the
less drastic effects on local autonomy made the holding company
more attractive.
The general advantages of a holding company over outright
fusion have much to recomnend it.

From the list developed by

Bonbright and Means, the following advantages are relevant to
Venda-Craft.
1.
2.
3.
4.
5.

Ease of organizing the combination.
Ease of perpetuating the control in the hands of
the organizers.
Decentralization of management.
Insulation of liabilities to creditors.
Ease of divorcing the properties.

These advantages will be further explored.
Ease of organization
This is the most important advantage.

Only a majority of

the stock must be acquired to make the control effective and in
many cases, working control can be brought about with much less
ownership.

In both merger and consolidation, some arrangement

must be made for settlement with the dissenting stockholders,
whereas in the holding company arrangement, minority holders
merely continue in their ownership position.

This results in a

substantial reduction of cash needed to effect the combination
since dissenting stockholders do not have to be paid off.

Debts

O
James C. Bonbright and Gardner C. Means, The Holding
Company, (New York: McGraw-Hill Book Company, 1932), p. 30.
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of the operating companies are also unaffected by the creation
of a holding company because the continuing corporate entity
remains unchanged.

Although it is expected that all stock

holders in all the companies will exchange their stock for
Venda-Craft it is considered an important advantage of the
holding company that it can be formed and can function effec
tively with merely controlling interest in each subsidiary.
Stockholders who do not wish to exchange their stock will be
undisturbed and will maintain their minority position in the
operating company.
Ease of perpetuating control
The advantage of complete corporate control with less than
full stock ownership is a direct financial advantage which may
be compounded through the device of pyramiding.

Thus, a small

investment in stock in a holding company may be expanded through
successive layers of operating companies into control of a vast
quantity of assets.

Venda-Craft is planning to acquire other

operating companies in order to expand service in the Southeast.
Decentralized administration
While it is true that the holding company is an important
device for bringing

several enterprises under common control,

it is just as significant as a means to bring about the decen
tralizing of various branches of a large business system.

One
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of the merits claimed for the holding company as contrasted
with outright fusion is the manner in which it can facilitate
this decentralization.

Through the maintenance of separate

corporations for the various units of a business system, separate
staffs of executive officers, and separate systems of accounts
for each subsidiary can be established and maintained.

All the

subsidiaries are tied together under the general control and
supervision of the holding company but the more detailed problems
of operation, as well as many of the larger questions of policy,
may be assigned to the directors and officers of each sub
sidiary company.
It must be borne in mind that in some instances, subsidiaries
have been relegated into mere property owning companies with
officers who are simply figureheads.

There are also successful

companies like General Motors who have achieved marked success
in decentralization through branches and divisions without resorting
to separate legal entities.

The separate companies have legal

and psychological advantages for encouraging local responsibility
but it is not vital to a program of decentralization.

This is

probably the most important advantage to Venda-Craft.
Joint advantages are sought but not at the expense of total
integration of all activities and the giving up of direct con
trol over their individual operating units by the successful
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businessmen who have created them.

It is felt that the close

contact with the market allows a manager to recognize and
react to impending changes.

The entire structure is being

designed to maintain the right of the entrepreneur to direct
the routine operations.

Although this could be done with out

right fusion, the organizational structure of the holding company
lends itself to maintaining this goal.

Flexibility is also

maintained so that if, at a later time, it becomes desirable
to tighten control, this can still be effected with a change
of policy without the need to modify the organizational form.
Insulation of liabilities to creditors
Although a holding company may so completely dominate its
subsidiaries that all properties are in reality combined into
a single system, each subsidiary, nevertheless, maintains its
own corporate existance.

It is unlikely that this legal separation

will be disregarded by the courts if the entities adhere to
legal formalities.

The chance for creditors to avail them

selves of the resources of the parent is slight.

In general

the courts have been more reluctant to disregard the "corporate
fiction" in cases involving the liability of a parent company for
the debts of its subsidiary than they have been in disregarding
this same corporate function in cases where a separate corporation
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has been obviously used as a means of defeating the object of
an anti-trust law or a public utility law.

However, a court

may disregard the nominal distinction between a subsidiary
and a parent when it finds that the accounts and other bus
iness relations between these two companies have been completely
merged in practice.

Although this is not a major issue in this

case, it is desirable for the other companies coming into the
combination not to become directly liable for debts incurred
by other organizations prior to the combination.
Ease of divorcing the properties
Almost any combination of enterprises carries with it
elements of risk of success.
ialize.

Anticipated savings may not mater

Threat of anti-trust action may loom.

One or more of the

companies may prove not to fit into the over-all scheme of organ
ization.

A fusion of all the constitutent companies into a

single corporation makes it extremely hard to break up the system
into its component parts.

But a combination through stock owner

ship may be easily reversed, especially in the early stages of the
holding company's existence.

The stock may be sold to others, or

spun off to stockholders, or exchanged again with the original
contributors.

Although such a reversal of position is not an

ticipated by Venda-Craft, flexibility is maintained if It should
become necessary.

Despite the many advantages which have been previously
presented, there are some disadvantages which counter them.
If this were not the case, the holding company would become
the dominant form of combination, completely replacing the
direct forms of fusion.

Bonbright and Means suggest the

following disadvantages:
*

1.

Obstacles to a complete integration of the
constituent properties arising from the rights
of creditors and minority stockholders.

2.

Costly and top-heavyfinancial structure.

3.

Expense of creating and maintaining separate
corporate organizations.

4.

Administrative and managerial difficulties
resulting from maintenance of separate
corporations.

5.

Liability to dissolution against the wishes of
the controlling interest.^

Obstacles created by creditors and minority stockholders
The rights and interests of minority stockholders, and
to a lesser extent,
considered.

creditors of the subsidiaries, must be

The objectives of these groups may be decidedly

different from the objectives of the parent organization.

^Ibid., p. 44

An
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extreme example would be the situation where a holding company
obtains control of a competitor for the purpose of closing
it down and thus destroying competition.

This same conflict

of objectives may be felt to a lesser extent in many situations.
By integrating several companies into a system, the objective
is to maximize profits for the entire system.

This may be done

on occasion by depriving some of the constituent companies of a
portion of their more profitable business and transferring it to
other subsidiaries which are better equipped to serve the purpose
of the entire organization.

Such a transaction gives rise to

claims which creditors or stockholders may enforce in courts of
equity.

Such litigation is expensive on both parties and the

difficulty of proving the alledged mismanagement makes success
of the plaintiff extremely doubtful.

Nevertheless, it may make

total integration of the system impossible while such litigation
is outstanding.

The conflict of increasing the profit of the

system at the expense of one of the operating units is not ex
pected to be present in Venda-Craft at least in the short run
because of the careful negotiations which have been effected
among all groups in setting up goals and objectives.

Further

more since the subsidiaries are expected to be totally owned
by the holding company, all owners will participate on a pro
rata basis regardless of the source of these profits.
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Costly and top-heavy financial structure
The very ease in establishing a holding company tends to
encourage development of a capital structure which may be
expedient for the moment but unsound for the long run.

The

common stock of the subsidiaries forms a base for the connon
stock, preferred stock, debentures, and collateral trust bonds
of the holding company.

While such an arrangement may please

a management interested in maintaining control through use of
the thinnest possible equity base, it shows substantial weakness
and will not be utilized by the Venda-Craft management which is
more interested in the financial integrity of the system.

For

this reason, many companies which utilize the holding company
device for effecting the initial combination then complete the
fusion in order to acquire a simplified financial structure.
Further disadvantage lies in the high cost if securities
are issued directly through the operating companies themselves.
The issuing costs would be greater if each operating company
issued its own debt issues than if a single large issue were
handled by one company.

Some savings can be effected by having

the subsidiary issue debt securities to the parent which will
use them as a base for its own collateral trust issue but the
poorer standing of this type of bond adds to the interest cost.
If the debt is issued directly by the subsidiary, the fact that
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it is a liability simply of that one company rather than of
the entire system will tend to give this a lower credit rating
with its correspondingly higher cost.
Expense of creating and maintaining
separate corporate organizations
In separate corporations, each must have a separate set
of officers, separate accounts, separate records, and separate
stockholders’ meetings.

Although these might actually be very

little more expensive than the cost of operating a division, at
least their cost must be considered and compared with the costs
of complete fusion.

A more significant factor is tax position.

Some double taxation will be present if income is provided to
the parent company through dividends from the operating companies.
Consolidated statements may be filed with a 2% penalty or if
separate statements are used, 85% of dividend Income is excluded
from tax calculation.

Venda-Craft is prepared to accept the

cost of maintaining separate entities because of the other
advantages which separate entities provide.
Administrative difficulties
The creation of a holding company does not provide for
decentralized management, per se.

A complex of firms tied

together through a holding company may develop into an unwieldy
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organization with little control and an administrative system
of bureaucratic indifference.

Tight control is more difficult

to maintain because of the very sense of separateness of the
component firms.

But neither does any other form of organ

ization guarantee proper control.

Although there may be a

greater tendency for poor control to slip into the organization,
the awareness of this may in itself be a strength because
greater diligence will be exercised to prevent it.

The Venda-

Craft management believes that careful attention to the form
of organization and clear cut understanding of joint goals and
objectives achieved by good communication and discussion of
the problems can lead to a proper balance.

Prevention of poor

control is but another facet of the organization problem.
Danger of dissolution
The ease with which a holding company system can be broken
up by the wishes of the controlling parties also suggests the
danger of its being broken up despite their wishes.

Its un

stable structure brought about through pyramiding can collapse
through the default of one or more component parts.

Fore

closure proceedings against a subsidiary can result at best in
the loss of that subsidiary, and at worst, in the collapse of
the entire system.

In the Venda-Craft combination of successful
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and well operated businesses and Its proposed conservative
expansion policy, this disadvantage does not appear threatening.
The failure of a major division could be just as damaging to a
consolidation.

Development Of The Management Organlzation For Venda-Craft
On March 18, 1961, representatives of the four operating
systems met and adopted the stock exchange formula developed by
the Evaluation Committee (see p. 112).
committed in principle to the development of the holding company,
three committees were appointed to further develop the organ
izational structure in accordance with previously determined
broad policies.
First an Operations Committee was appointed.

Its objective

was to determine, from the point of view of the individual com
panies, what the relationship to the central company should be.
The second comaittee was the Objectives and Policies Committee
whose objective was to decide what the central company's re
lationship should be with the outside business world and what
its relationship should be to the individual companies as it
attempts to fulfill the objectives of the central company.
third committee was the Acquisitions Committee.

A

It had the

responsibility of negotiating with other prospective companies
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who were interested in Venda-Craft and to serve as a channel
of communications.

It was to make contacts and to make re

commendations but did not have authority to decide whether
or not to acquire individual companies.
At the next session the Operations Committee made the
following recommendations which were unanimously adopted by
the vendors group:
1.

A decentralized company to the greatest degree
possible is desired.

2.

Accounting procedures should be uniform, in
form similar to the National Association of
Machine Accountants chart of accounts.

3.

Management personnel within the individual
companies should be aided in development
by assistance from the central company.

4.

Purchasing should be centralized.

5.

The central office should provide aid in
selling ideas, probably through the direction
of the vice president in charge of operations.

6.

In the long run, standard operating procedures
should evolve from the central office that would
aid the individual companies.

7.

Present officers of individual companies should
have employment contracts to protect the individual
companies and the central company.

4Unpublished Status Report on Venda-Craft dated March
29, 1961.
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A Short Range Planning Committee began the task of under
taking the preparation for the ownership transition for the
operating companies.

It was recommended that management of

the operating companies be undertaken as follows:
1.

Initial management be composed of the major
stockholders who are currently taking an active
part in management.

2.

Executives must devote full time to the operation
of the company.
(Exceptions will be considered and
decided on a merit basis).

3.

Present officer-stockholders must be prevented
from entering into a directly competing business
if they terminate employment with the subsidiary.

4.

Salary will be proportionate to other key employees
and must be comparable to the figure that would be
paid for non-stockholders to perform similar duties.
A bonus based on net profit before taxes will be
paid to both stockholder-executives and non-owner
executives.

3.

Expense accounts by stockholder executives are to
be kept within conservative limits with no luxury
items allowed.

6.

An employment contract of five years ia recommended
for present owner-executives in order to maintain
safety of their position and to insure continuity
of management of the operating companies during
early years of the existence of the holding company.^

"*An unpublished Report of the Short Range Planning Coomittee
dated July 9, 1961.
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In view of the definitely stated policy toward decen
tralization, the Objectives and Policies Committee recommended
that the central company assume only those activities which
were needed for coordination of the system or which it could
do more economically than the individual companies.

These

were felt to be mainly in the areas of finance and central
purchasing (which will be explored in subsequent chapters.)
Policy making in the central company shall be under the
authority of the Board of Directors composed of representatives
of the present management of the operating companies.

The

president should make it his responsibility to handle the area
of finance.

As a by-product of this financial area, it would

be expected that uniform accounting for the individual companies
would follow.

An executive vice president in charge of opera

tions would have the principle job of coordinating the efforts
of the various individual companies.

Assisting him in the area

of central purchasing, a purchasing agent would be appointed to
negotiate terms and establish uniform purchasing practices.

In

dividual presidents of the operating companies will report to the
executive vice president and will have responsibility for the
results of their operations of the companies.^

^An unpublished Status Report on Venda-Craft dated March
29, 1961.
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The central company will not engage in owning equipment
or direct operation.

Its function is to serve as a management

unit of operating properties, coordinating their activities
for the joint benefit of all.

Barnard states that:

An organization comes Into being when (1) there are
persons able to communicate with each other (2 ) who
are willing to contribute action (3) to accomplish
a conmon purpose. The elements of organization are
therefore (1 ) conmunlcation; (2 ) willingness to
serve; and (3) common purpose.
The function of the holding company as a communications device
becomes its most important activity.

Bouldlng expresses the

use of organization for communication as follows:
We have seen that in the simplest machinery, as
well as in the most complex organization, the function
of the executive is to receive information along one
set of channels of consmmication and to transform this
information into "orders" which are sent out along
other channels. The powers of the human individual,
however, to receive information, to assess its re
liance to the role which he is playing, and to
interpret the information in the form of orders are
very limited. It would be utterly impossible, for
instance, for the president of even a small corpo
ration to receive and assimilate all the Information
which is being received daily by the "receptors" of
the business; it would be equally impossible for him
to issue orders to all the "effectors" of the business.
The hierarchy, therefore, acts as a sieve for infor
mation and as an analyzer of orders, preventing
unnecessary information from reaching the top, trans-

^Chester I. Barnard, The Functions of the Executive
(Cambridge, Massachusetts: Harvard University Press, 1938), p. 82.
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forming at each level some Information into some
orders, and expanding the general orders which
come down from the higher levels into particular
orders at the levels of execution.
The organizational structure of Venda-Craft, is drawn in
part from the uniting of organizational structures of the ex
isting companies and in part from creative planning.

In the

words of Dale, they are "breaking down broad and overwhelming
tasks into manageable size and pinpointing responsibilities
q
and at the same time ensuring coordination of the work."
Elaborating on this concise definition, he indicates four
basic characteristics:
1. Organization is a planning process.
It is concerned
with setting up, developing and maintaining a
structure or pattern of working relationships of the
people within an enterprise.
It is carried on con
tinuously as changes in events, personalities, and
environment require. Thus organization is dynamic.'
However, the resulting structure is static--!.e.,
it reflects the organization only as of a given
amount of time.
2.

Organization is the determination and assignment
of duties to people so as to obtain the advantages
of fixing responsibility and specialization
through subdivision of work.

8
Kenneth E. Boulding, The Organizational Revolution (New
York: Harper and Brothers, 1953), p. xxxili.
9

Ernest Dale, The Great Organizers (New York:
Hill Book Company, 1960), p. 2

HcGraww
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3.

Organization is a plan for integrating or
coordinating most effectively the activities
of each part of the enterprise so that proper
relationships are established and maintained
among the different work units and so that the
total effort of all people in the enterprise
will help accomplish its objectives.

4.

Organization is a means to an end. Good
organization should be one of the tools of
accomplishing the company's objectives, but
it should not become an objective in itself.

As a guide in their task, the promoters are drawing largely on
their own past experience.

Their emphasis will be "practical"

as contrasted with "theoretical"

Yet the creation of an

effective structure which meets the needs of the combining
companies encompasses the principles of organizational theory.
Careful groundwork has been laid both with owner-operators
and minority stockholders to keep them informed of developments
and to enlist their enthusiasm for the project.

Objectives

have been broadly defined in those areas in which there is mutual
agreement, i.e., larger volume of operations and lower operating
costs, but the carefully preserved autonomy of individual opera
tions is to allow present owner-managers maximum latitude in

^Ernest Dale, Planning and Developing the Company
Organization Structure. Research Report Number 20 (New
York: American Management Association, 1952), p. 14.
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maintaining their own individual objectives and satisfactions.
Such action increases the willingness to cooperate in the
more major areas affecting the entire operating system.

There

has been the Inculcation of belief in the real existence of a
common purpose.

This is essential to organization.

Barnard

states:
Willingness to cooperate, except as a vague feeling
or desire for association with others, cannot
develop without an objective of cooperation. Unless
there is such an objective it cannot be known or
anticipated what specific efforts will be required
of individuals, nor in many cases what satisfactions
to them can be in prospect.^
Although the entire group of executives creating Venda-Craft
recognize certain common advantages and benefits, the sum
objectives of all the men are not identical.

The basic policy

of autonomy of operating units and the careful attention to
major points of agreement are to gain cooperation through such
emphasis.

Barnard states:

We may say, then, that a purpose can serve as an element
of a cooperative system only so long as the participants
do not recognize that there are serious divergences of
their understanding of that purpose as the object of
cooperation.^

^Barnard, op. cit.. p. 86.
12

Ibid., p. 87.
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Financial gain alone is insufficient as a purpose for
welding together these four systems.

Each system is successful

in its own area and has been made so by strong and agressive
leaders.

Creation of the central company is achieved by a

delicate balancing of advantages against the loss of independ
ence of each owner-manager.

The retention of corporate entities

whose only direct change is a change of ownership is designed to
minimize the loss of Independence.

Even the organizational

structure adopted minimizes change by superimposing the central
company organization directly above the existing structure of
the operating companies.

Recommendations will emanate from the

central organization in an effort to gradually improve the
balance of duties between the presidents of the operating com
panies and their subordinate officers.

Although no provisions

are currently being made for a personnel staff at the central
company level, its creation would be in keeping with the adopted
policy of the combining firms.
The creation of Venda-Craft will impose an additional burden
of time consuming duties upon the operating company presidents.
Each is a member of the board of directors of Venda-Craft and
each is operating head of his former company.

The additional

time required for coordinating joint activities and planning
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advancement for Venda-Craft will reduce the time available
to spend in the personal handling of operational details of the
operating units.

Their focus is being shifted to the larger

organization and will require greater delegation of authority
to their own subordinates at the operational level.

As

management by personality of the strong leader declines,
management by sound organizational structure must be devel
oped if effective operation is to continue.

CHAPTER VI
THE FINANCIAL PROGRAM OF VENDA-CRAFT

Capitalization of the Holding Company
Capitalization of Venda-Craft was set at $1,500,000
consisting of a simple structure of 150,000 shares of common
stock with a par value of $1 and a paid-in surplus of $1,350,000.
Combined earnings of the four company groups amounted to approx
imately $75,000 for fiscal 1961 when adjusted for uniformity of
accounting practice.

Earnings were capitalized at the rate of

5% (20 times earnings) to arrive at the assumed value of the
hoId ing company.
Dewing points out that the rates at which earnings should
be capitalized depend on the risk involved; and that risk
depends to a large extent upon the relative importance of manage
ment.^

Recognizing the difficulty of selecting and applying a

valuation ratio to specific firms, he develops broad categories
of risk.

The highest class (lowest risk) would be capitalized

at 10% or ten times annual earnings.

Of the fourth class, he

says:

Arthur Stone Dewing, Financial Policy of Corporations
(New York: The Ronald Press Company, Fifth Edition, 1953),
pp. 369-391.
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"There are many Industrial corporations requiring con
siderable skill of management, yet neither an exceptional
nor unusually rare type of special knowledge, which show
constant earnings under highly competitive conditions.
They have little help from patents or trademarks, nor is
there a great amount of capital required to enter them.
Such businesses are worth not more than 5 times their
normal earning capaclty--a 20% basis."
The description, if not the suggested rate, accurately fits the
vending industry, and especially the developing Venda-Craft.
Although the holding company itself is new, its component
companies have several years of past experience and successful
operation.

Under competitive conditions, they have made profits

and grown.

Although capital investment for a full service

vending company is large, the relative ease of financing equipment
purchases keeps the effective capital requirement contradicting
Dewing's capital requirement concept.
Dewing recognizes that at times, corporate valuation and
stock prices have exceeded his limits by considerable degrees
but attributes this to abnormal conditions.

The 1953 edition

Financial Policy of Corporations specifically mentions
1928-29 and 1943-46.

In the late 1950's ratios were again far

in excess of 10 to 1, especially in the so called "glamour

2

I b i d . p. 389.
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industries."

Selected examples in the vending industry will

illustrate the market position.

An article appearing in Time

Magazine in May, 1960, observes:
ilall Street's newest romance is with the automatic
vending machine industry, which is changing the eating
and buying habits of America.
Shares in vending
companies have suddenly been tagged with the magic
phrase 'growth stock,' have risen spectacularly in a
declining market.
In January, the stock of Universal
Match, which rings up 40% of its sales In vending
equipment, sold for 83, last week closed at 134 3/4.
Vendo, the largest maker of automatic vending machines,
has jumped from 23 3/4 to 66, while Automatic Canteen,
biggest combined food-selling and machine-manufacturing
company rose from 21 to 31.
The 1959 earnings reported for Automatic Canteen (the only one
of the three which engages in vending operation} were only
93c per share, resulting in a stock price of 34 times earnings.
Automatic Retailers of America was put together in late 1959
by the combination of several other vending companies with
Davidson Automatic Merchandising Company.

With combined Income

for 1959 of $789,000 the company was initially capitalized by
the promoters at $3,825,000, resulting in a valuation of approx
imately 5 times earnings.

But when stock was first offered to

the public on February 4, 1960, it was sold for $16,625 per share.

^"The Automatic Salesmen," Time Magazine. LXXV, (May 16,
1960), 93.
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Unadjusted earnings for 1959 based on 791,796 shares outstanding
amounted to $1 per share, up from $0.73 and $0.55 for the two
previous years.

Based on 1959 earning only, the stcck sold at

a price over 16 times earnings.^
In 1960, Interstate Vending undertook a recapitalization
in which 285,000 additional common shares were publicly sold.
Earnings per share for 1959 were $0.51 but the stock was sold
at a pri ce of $14,875.

Sales price was approximately 29 times

earnings.^
Macke Vending Company, one of the older companies in the
field, issued 105,000 additional shares in 1960 at a price of
$10.

tfith 1959 earnings per share amounting to $0.50, there was

a price earnings ratio of 20 to 1.

6

The 20 times earnings capitalization of Venda-Craft is not
: ^ s e r v a L i v e but at the time it was set, it did not appear un

reasonable when compared with the market in general and other
vending companies in particular.

Moody's Industrial Manual, (New York:
Service, I960), p. 416.

Moody's Investors

^Standard and Poor's Over-the-Counter and Regional Exchange
Stock Reports. Vol. 28, No. 146, Sec. 17 (December 24, 1963),
p. 4269K.
6Ibid, Vol. 29, No. 32, Sec. 20 (March 18, 1963), p. 4480.
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The Apportionment Formula
The division of ownership in the holding company was more
significant to the promoters than the capitalized value of the
holding company.

They were pooling their assets and earning power

to create a new firm.

Regardless of assumed total values at

that time, future profits would be hased on the fraction of total
ownership allocated to each present stockholder.

The apportion

ment formula consisted of three main areas:
A.

Value of Equipment. Each company placed emphasis on
the value of its operating equipment. The formula
had to accept the fact that no vending operator would
be willing to receive less than the fair market for
his equipment. A floor price was established using
as a base the fair market value of equipment as
determined by impartial appraisal. Book values of
equipment were not considered at all because older
equipment which was still in use but already fully
depreciated had a real cash value in the used
equipment market, and equipment presently on the
books was being depreciated at maximum legal rates
for tax deduction purposes without regard to mar
ket value. The fair market value was determined by
a committee of the operators themselves. Liabilities
were subtracted after these assets were evaluated in
order to determine what each operator would receive for
his equity value.

B.

Earnings.
It was also important to recognize the
contribution which the earnings of each ownership unit
would contribute to the holding company. The holding
company gave credit in new stock in proportion to the
contribution to total earnings.
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C.

Intangibles. Another major factor in the evaluation
of a company is its management, its diversification,
its territorial potential and other intangibles which
might not be reflected on
Itsbooks. The thirdphase
of the formula attempted to embrace these various
activities and considered them in evaluating the
stock to be given each stockholder unit.

Although the general principle of the formula was quickly
agreed upon, the actual spelling out of the detail was a long
process involving many meetings and frequent compromises.

Al

though it Involved great attention to details, the asset
evaluation (A) was

agreed upon without great difficulty. The

final agreement provided that each stockholder unit would re
ceive, dollar for dollar, stock value equal to its net evaluated
assets, or excess of assets above liabilities, defined as
follows:
1.

The audited balance sheet of any given date, mutually
agreed upon, adjusted by substituting for book value
of vending machines the appraised values as determined
by multiplying the number of machines of a particular
type, model, and year by the machine valuation agreed
to by the Evaluation Committee.
(The right was re
served for each operator member to have an opportunity
for questioning the Evaluation Committee's evaluation
of any given piece of equipment.)

2.

Automobiles and trucks valued at original cost with
reserves based on a four year straight line de
preciation, with 25% salvage value.

3.

Office, shop, and warehouse equipment valued at
original cost, with reserves based cm eight years straight
line depreciation, with 10% salvage value.
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4.

Service equipment, display fronts, stands, waste
receptacles, and similar assets itemized and valued
on a basis acceptable to the Evaluation Connittee.
The committee recommended that this value should not
exceed 1% of the total value of vending machines.

5.

Useable spare parts itemized and valued on a basis
acceptable to the Evaluation Connittee. The committee
recommended that this value should not exceed 17. of
the total value of vending machines.

6. Merchandise inventory valued at cost.
7.

Accounts receivable and advance commissions taken
at book value but guaranteed by each stockholder unit.

8 . No intangible value should be included in net assets,
and the inclusion or exclusion of uncommon assets
should be decided by the committee on an individual
basis.
Assets used in operations not directly related to vending
operations were not included or considered in this phase of the
evaluation.

All other operations were valued on an individual,

negotiated basis.

The committee required a complete description

of other operations, including a statement of their relationship
to merchandise vending and audited statements showing full detail
of departmentalization and cost allocation.

The comnittee con

cluded that such negotiations should give major considerations
to cash flow and profit contribution for determination of value.
After the asset values were subtracted from the proposed
capitalization of $1,500,000, the remaining stock was allocated
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through an averaging of the results obtained from Independent
use of parts (B) and (C).
Applying (B), each stockholder-unit would receive an
amount of the balance of the holding company's stock, in
direct proportion to the stockholder-unit1s percentage of the
total net earnings of the holding company before taxes.

Profit

and loss statements were adjusted to a standardized accounting
basis in the following manner:
1.

Vending equipment was depreciated on a straight line
basis of 5 years with 10% salvage value.

2.

The depreciation rate on other equipment was on a
straight line basis of 5 years with 10% salvage value.

3.

Interest charges were added back to net earnings
before taxes.

4.

Conmissions to accounts were amounts actually paid
to or earned by customers, and all net advance
commissions were capitalized as prepaid expenses
and added to net earnings, if previously charged
to profit and loss. Bonuses paid as considerations
for contracts were prorated over the contract term.

5.

Extraordinary expenses (such as special donations,
excessive maintenance costs, reconditioning and
replacement of equipment, and new acquisitions)
were negotiated with the committee on an individual
basis. A list of unusual situations was required
to be furnished immediately to the Evaluation
Committee. This list also included non-recurring
expenses which might validly be replaced in profit.
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The foregoing adjustements were undertaken to place each stockholder-unit in a comparable expense and Income position.

Thus,

if one unit after these adjustments provided 35% of the adjusted
income of all units added together (which was assumed to be the
income of the holding company), by this calculation the unit
was entitled to receive 35% of the remaining stock.
The third phase of the formula also used as a base the
stock remaining in the holding company after the subtraction
of net equity of the four stockholder-units.

The objective of

this computation was to assign a value to cash earnings before
depreciation and taxes which takes into consideration the sub*
jective factors of management, diversification, and territory
potential.

Because of their intangible nature and the in

ability to quantify with exactness, allocation based on sub
jective factors proved to be one of the most difficult to
negotiate.

A minimum multiplier of 1.50% of adjusted earnings

after taxes was agreed upon as a base to give the company credit
for its cash earnings before a reasonable depreciation and
taxes.

The multipler was Increased by an amount depending upon

what the company had to contribute in the following non-book
value situations:
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1.

2.

3.

Management.
a* Capable and will continue with the company
b. Youth and experience
c. Can take over expanded operations

.15
.05
.01 to .55

Diversification.
a. More than 50% industrial
b. Good product balance
c. No predominant accounts

.10
.10
.05

Territorial potential.
a. Good available location
b. Above average industrial growth
c. Available Independent vendors as
a prospect for additional merger

.10
.05
.10

The maximum multiplier was 2.75% of adjusted earnings after taxes.
Applying this computation, if a company had cash earnings
before depreciation and taxes of $100,000 and was entitled to
the maximum multiplier of 2.75, that company would be evaluated
at $275,000.

After each company had been evaluated in a similar

manner, their sums were added to obtain the total assumed value.
The percentage of this value contributed by each company would
then be applied against the actual stock available for distri
bution after the allocation on the basis of net assets to
arrive at the proper allocation of the holding company's stock.
This phase of the formula would improve the valuation of a
company which had emphasized the intangible growth factors in
its situation but had not made a large contribution to
earnings.
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It was agreed that the final evaluation would be determined
by four steps:
1.

Stock equal to net adjusted assets would be distributed
to each company (Computation A).

2.

The proportion of net
company to the sum of
Stock remaining after
company in proportion

3.

The proportion of earnings (as adjusted by the
multiplier of each company) to the adjusted sum
of all earnings would be computed.
Stock re
maining after (A) would be allocated in this
same proportion to each company.
(Computation C).

4.

A simple average of (B) and (C) would be taken to
determine the actual amount of stock remaining
after the computation by (A) which would be
distributed to each company.^

adjusted earnings of each
all earnings would be computed.
(A) would be allocated to each
to earnings (Computation B).

The evaluation formula arrived at by the committee and
accepted by the vendor's group has many facets, but it was
felt that a formula of this complexity was necessary to give
fair representation to all phases of all companies.

It was

the excessive simplicity of the formula used by the United
Servomation group and its deleterious effects on company
value which was mainly responsible for the withdrawal from
negotiations by members of the Venda-Craft group.

Stock in

United Servomation would have been allocated primarily in

^From the March 3, 1961 report of the Evaluation Committee.
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relation to net Income (before Federal Income tax) for the
last three full fiscal years.
In order to simplify the exchange process, adjustments of
the accounting records had to be made.

Bach company submitted

to the accountant working with the evaluation committee the
following information:
A.

A balance sheet as of the end of the last fiscal year and
a profit and loss statement for the same period. These
statements combined the operating results of all organ
izations in each group, with appropriate elimination
of inter-company transactions and profits in assets.

B.

Working trial balances of the accounts for the same
period prepared in accordance with the classification
suggested in the "Prosposed Chart of Accounts for
Vending operators’* put out by the National Automatic
Merchandising Association in 1958.

C.

Any additional information for special consideration.
In addition to the items previously mentioned in
the detailed explanations for adjustment* presentation
was made of any abnormalities which the owners felt
should be considered in the evaluation process.
This would include acquisitions or disposals of
operations during the period under consideration,
extraordinary costs or income of a non-recurring
nature, charges to profit and loss for the write-off
of intangible assets, or any other item which would
be a factor in evaluation.

Statements as of December 31, 1961, were submitted to the
accountant for final computation for the exchange of stock
although it was understood that it would be late summer or
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early fall before the exchange could be formally completed.
Because of changes In operations and different rates of growth
which could occur during the intervening months with significant
effects on the valuation of any of the component companies, it
was agreed that the December figure would be final in terms
of stock but adjustments would be made as of the closing date
by issuance of promissory notes by the holding company to the
operating companies for any new valuation excess.
Although the agreement seemed equitable at the time it
was made, there remained the possiblity of further delays at
the time of closing if demands for re-evaluation were made
by any of the component units.

By late January, 1962, the

participants in the venture consisted of only the four ownership
groups previously mentioned.

With the adjustments in the

financial statements underway, it appeared that final results
would place the three larger groups at a closer equality of
ownership than had been previously expected.

At this point,

the president and major stockholder of Piedmont Dairies, the
largest of the four components (38Z by the previous estimate)
suggested that both time and expense could be saved by accepting
as a basis of FINAL evaluation the 6% for Mid-Georgia Candy
Company, as determined by the preliminary application of the
formula, and that the balance of the stock be divided equally
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by the three other ownership groups.

His proposal was unanimously

accepted and the accountants were asked to stop working out
further adjustments for evaluation purposes and to begin the
next phase of adjusting the company's records for uniformity
of operation.
Even though the evaluation formula was not used precisely
for final allocation of stock, It served a useful purpose as a
broad guide of Individual company value.

Its preliminary appli

cation brought about agreement without the necessity of Incurring
the expense and delays of precise measurement, and In bringing
about an agreement, the formula had served Its purpose.

The

formula was not abandoned because It was considered improper or
unsuccessful.
As a guideline of company value, the formula did a
commendable Job, and its significant feature lies In its con
sideration of assets and earnings distinctly and separately.
Such spearation is considered the "scientific" method whose
application was generally used as far back as the period of
corporate expansion occurlng between 1897 and 1903.**

8
Big Businessi Its Grcwth and Its Place (New York:
Twentieth Century Fund, Inc., pp. 27-28.
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Consideration at that time was usually in the form of preferred
stock.

Commenting on this in 1910, John Moody states:

<tMost of the industrial corporations have been formed
within the past ten or fifteen years and the preferred
stock in nearly all cases represented at the time of
formation the physical value of the plants consolidated,
while the common stock generally represented the capital
ization of future profits or simply voting power."
The principle of separate consideration of assets and earnings
is still asserted, although its separation through different
classes of stock is not a necessary factor.

The following

quotation from Gerstenberg illustrates contemporary thinking
on the subject:
"The scientific method of valuation proceeds on the
theory that a constituent has two distinct things to
contribute to a consolidation, namely, assets and
earning power.
It entails (1) determining the capi
talization of the consolidated company by capitalizing
earnings, and (2) distributing the securities among the
constituent companies according to a formula for
evaluation of assets and earning power...
The scientific plan does not provide a hard and fast
division of stock, but merely implies a principle,
namely, that some allowance will be made for earning
power in common stock. Just what allowance shall be
made in any given case is a matter for the parties
to negotiate. The reader must remember that there is
no one scientific method...

9
John Moody, "Preferred Stocks as Investments," Annals
of the American Academy of Political and Social Sciences.
May 1910 (Vol. XXXV, Mo. 3) p. 66.
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It is not necessary that both preferred and common stock
shall be used. In recent years, the use of c o n o n stock
alone has been the more common practice. Such a practice
avoids burdening the new firm with senior Issues so that
these can be used for later growth opportunities after
the success of the combined companies has been demonstrated."^
The same point is emphasized by Guthmann and Dougall in Corporate
Financial Policy in their discussion of reconciliation of
earnings and assets.^
The adjustment of book values of assets to a value realizable
through orderly liquidation is a technique which is supported by
Arthur Stone Dewing.

In Financial Policy of Corporations, he

supports the proposition of valuation based upon earnings by
stating "...the capitalization of earnings is the only means at
our disposal for determining the value of a going business." 12
However, he recognizes that a business will not be sold for less
than the scrap value of its assets even if the business has
negative earnings.

This scrap value will be determined by the

10
Charles W. Gerstenberg, Financial Organization and
Management of Business, (Englewood Cliffs, New Jersey, PrenticeHall, Inc., 4th Revised Edition, 1959), p. 467-468.
11

Harry G. Guthmann and Herbert E. Dougall, Corporate
Financial Policy. Englewood Cliffs, 4th Edition, 1962, pp. 567-568.
12

Arthur Stone Dewing, Financial Policy of Corporations,
(New York: The Ronald Press Company, Fifth Edition, 1953),
p. 287.
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assets potential earning

power to another business.^

The

analysis of potential value to another business is exactly
the approach used by the Venda-Craft Adjustment Comnittee in
arriving at an asset valuation of each company.
Although the valuation of intangibles not shown on the
company books (Part C) is the least precise of the three sections
of the evaluation formula, it is useful because it allows con
sideration of special elements which are characteristic of the
vending industry.

The rapid expansion in the field of vending,

the development of large and highly competitive companies, and
movements from street locations to complete industrial feeding
service are major forces which require a company to be assessed
through a more penetrating analysis than a simple projections
of past profit trends.

For the young vending company,- costs of

development of its organization and expenditures undertaken for
future business development may reduce present profits and fail
to indicate prospects for the future.

Business development

expenditures are comparable to research expenditures made by
the manufacturing firm.

The results are unpredictable both

in amount of return and time of return, but the expenditures

13Ibid, pp. 281-307.

125
contribute significantly to the long-run profitability of the
firm.
Inclusion of intangibles and non-income items in the
evaluation formula further strengthens its reliability as well
as making it more acceptable to the operators who feel that
their development potential is not adequately reflected by
past earnings.

The Plans For Public Offering
An initial objective of the cwner-managers of the combining
companies was an imnediate public offering of Venda-Craft stock
and the development of a secondary market for future trading.
Several of the operating company stockholders wished to dispose
of portions of their ownership in order to obtain funds for the
development of other ventures which seemed to offer substantial
promotional profits.

If a regular trading market could be

established while the vending issues were enjoying great popu
larity with buyers, as they were in 1961, a portion of the
promoter's investment could be liquidated at a high profit
without losing operating control of the holding company.
A stock sale with proceeds going to the promoters is a
device which has been used repeatedly as vending combinations were
put together.

The following examples are indicative:
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A.

In 1945, Prophet Company offered 100,000 shares
through Smith, Hague and Company of Detroit, and
Straus and Blosser of Chicago. Of the total,
86,500 shares were sold publicly at $6.25 per
share and 13,500 shares were offered privately to
officers and employees at $5.25 per share. None
of the proceeds accrued to the company.

B.

In 1945, Automatic Canteen offered 14,963 shares at
$33.75 per share through Central Republic Company,
Inc., and Hornblower and Weeks to residents of
Illinois only. The offering did not represent any
company financing.
In 1946, an additional offering of 129,966 shares
was offered through the same underwriters at a price
of $23.50 per share. Proceeds from only 21,921
shares accrued to the company.

C.

In 1947, ABC Vending offered 145,000 shares at
$7.50 per share through Reynolds and Company of
New York. Proceeds from 25,000 shares only accrued
to the company.
In 1950, 177,028 shares were offered by the same
underwriter at a price of $9,275 per share. Proceeds
of 147,228 shares accrued to the company.
In 1958, 150,000 shares were offered through the
same underwriter at a price of $17.75 per share.
This offering did not represent any company
financing.^

^Standard and Poor Over the Counter and Regional Exchange
Stock Reports, Vol. 29, No. 2, Sec. 21 (January 4, 1963), p. 5028.
^ M o o d y 1s Industrial Manual. 1956, p. 2107.
^ M o o d y *s Industrial Manual. 1961, p. 2018.
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An Immediate offering of approximately 30% of the holding
company stock was anticipated with further disposition of
stock occuring through after-market sales by those promoters
who wanted additional liquidity.

After negotiations with

several other underwriters in the Southeast, a Charlotte,
North Carolina,investment banker was selected to work with
the promoters in creating the holding company and bring out
the initial stock offering.
As the project progressed, the objective of immediate
liquidity had to be abandoned although it is still to be sought
later.

A change in market conditions and inadequate financial

planning were the major causes for the change in plans.
The Change in Market Conditions
The severe market adjustments of late May and early June,
1962, resulted in sharp price declines in individual stocks
and a loss of conjidence by the small speculative buyer.

At

the end of the first quarter of 1963 when the Dow-Jones
Industrial average has recovered much of the height lost in
last year's declines, the over-the-counter market is still
depressed.

Commenting on this, the Wall Street Journal says:
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"tilth trading slow, the prices of the OTC stocks also
are lagging behind upturns registered on the exchanges.
The Dow-Jones industrial average of 30 New York Stock
Exchange Stocks since last June has recovered about 75%
of the deep decline it suffered in late 1961 and early
1962. . . But the National Quotation Bureau Index of 35
over-the-counter stocks has recovered only 65% of its
1962 decline.
Some analysts think even this index gives too optimistic
a picture, since it is made up largely of shares in what,
by OTC standards, are large and well-established companies.
Shares in hundreds of younger and smaller OTC companies
haven't bounced back at all from last year's lows,
they s a y . "17
The observation is well founded when applied to vending
stocks.

Market resistance to new speculative issues is re

flected in SEC figures on new corporate stock offerings.

For

the three months ended January 31, 1963, corporations offered
only $157.3 million in new stock, down from $605.3 million for
the same period ending in 1962.

18

Table II shows market in

formation about six leaders in the vending field, covering both
listed and unlisted issues.

Without exception, the peak price

was reached in 1961, and with the exception of Prophet, the
current price is still very close to the 1961 low.
earnings ratios are also lower.

Price

It is unrealistic to believe

that Venda-Craft could command a price of 10 to 12 times

"Listless Stocks: Over*the-Counter Issues are Still
Trading Sluggishly", Wall Street Journal. April 2, 1963,
p. 1 and p. 14.

1A

Ibid, p. 14.
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earnings like chat of the four smaller vending companies shown
in Table II.

The smallest of these companies has over four

times the sales volume of Venda-Craft.
profit margins.

They all have larger

They all have a past record of successful

operation under the existing management and they have an already
established trading market.
The present Venda-Craft holders are unwilling to relinquish
any of their equity at prevailing prices.

Adjusted asset values

of the combined companies forming Venda-Craft are approximately
$1,100,000.

ffith earnings of approximately $75,000, the price

earnings ratio would have to exceed 13 to one in order to equal
present asset values.

The sole validity of such a high evaluation

is predicted upon future potential.

Although potential for an

even higher valuation may be present, there is no tangible
evidence which could convince an investor.

With the change in

market conditions, the underwriter advised that the market would
not be receiptive to a new issue under terms and prices which
would be favorable or acceptable to the present owners.
Inadequate Financial Planning
In accordance with the objectives of inmediate liquidity
and the taking of stock market profits, the promoters considered
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an initial public offering from their own holdings of approx
imately 50,000 shares at a price of $500,000 or more.

After

an offering of this size, they would still have 2/3 of the
outstanding stock of the company and be assured of control.
Then as the assumed price rise took place through the secondary
market, additional shares could be placed on the market at still
higher prices.

Control with less than 50% of the stock could be

maintained through new stockholder Inactivity and the use of
proxies.
It was the opinion of the underwriter that the plan was
not sound and should not be undertaken.

The amount planned

for immediate sale was too small in number of shares to provide
for an orderly after market.

Furthermore, the underwriter

expressed an unwillingness to undertake an issue which would
not directly benefit the company by providing some additional
financial resources.

The underwriter was willing to work to

ward the preparation of a stock issue but he felt that no more
than 12%% of the ownership of the old management should be
disposed of in one year.

For the new stockholder, such a

policy provides assurance that existing management will not
dump ownership of business onto the public for high stock
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market profits and then abandon the corporation without adequate
management being developed.

Further investigation with other

underwriters found several who were willing to handle an issue
disposing of 1/3 of the stock solely for the benefit of the
present owners but inability of these underwriters to provide
a satisfactory after-market with a continuing relationship
satisfactory to the company caused negotiations to be dropped.
The view of the Charlotte investment banker was corroborated
by two leading investment bankers in Atlanta.

In an interview

with a vice-president of one of the Atlanta firms, he indicated
that the policy of his company was to avoid new issues unless
the company:
1.

had minimum sales of $1,500,000 to $2,000,000 and

2.

had a minimum of 150,000 shares to be distributed.

His company was also reluctant to undertake an issue which did
not result in a substantial portion of the proceeds accruing
directly to the company.

Furthermore, an issue would not be

considered if the present owner-managers disposed of so much
stock that continuity of management was threatened.

A vice-

president of the other Atlanta firm presented approximately the
same requirements for consideration of a new issue.

He added
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that his firm recomnended that the total value of the shares
offered should be $1,000,000 or more.

Both officers were

clear In stating that their firms have no definite minimum
amounts as requirements for an offering and in special cases
they have handled stock offerings of smaller size.

Each offering

is decided individually although their general recommendation
is that an effective after market with regular trading at close
margins is unlikely unless the previously mentioned standards
are met.
Briefly, consideration was given to a combination offering
similar to that used by ABC Vending in 1950 in which the bulk
of shares issued would be for capital for the company but would
include some personal shares.

Inability at that time to provide

clearly deliniated programs and an estimate of needed funds
caused the plan to be held in abeyance.
A technical problem involved the SEC requirement that re
gistration cannot be effected without audited financial statements
for the three proceeding operating years.

The underwriter felt

that even with the substantial adjustments made for fiscal 1961
which produced statements used as a base for determining the
stock exchange ratio, the reports would not qualify for an SEC
approved prospectus.

Additional adjustments to bring the
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diverse accounting systems into alignment for the past three
years would be time consuming and expensive.

By postponing

the issue, a practical program of financial needs and acceptable
statements taken from joint operations could be developed.
Any reservations which the promoters had pertaining to the
advisability of waiting for a public issue was eliminated by
the price declines of 1962.

At the present time, (Spring, 1963)

the company is waiting until conditions are more favorable for
the transition to public ownership.

Effect Of The Decision Not To Go
Public At This Time
The decision not to go public at this time gives the operators
of the combining companies the opportunity to re-appraise their
present situation.

Basically, it includes a shift of emphasis

from quick stock market profit to long range operating gain and
then capital gains on sale of stock if they wish at that time
to take them.

The decision not to go public at this time is

actually desirable.
It will focus the attention of the present owner-managers
on the continued operation of the operating companies and toward
their transition and assimilation into a well-planned and soundly-
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managed holding company system.

The promoters' present earnings

will be directly dependent upon company profitability (as con
trasted with windfall profits made by rising levels of stock
prices), and their future capital gains will be dependent upon
their ability to endow the company with the appearance of a
desirable investment so that at some future time stock can be
offered.

The decision to wait for public ownership will also

allow decisions to be made solely on the basis of what is best
for the company without regarding how such a decision might
affect the position of new stockholders or how the action would
be viewed by the market in general.

With sound management,

Venda-Craft has excellent prospects for continued growth in the
next few years.

Having survived the first crucial five years,

the component companies have developed excellent reputations
in the business community, enjoy good credit ratings, and are
now finding it easier to obtain bank financing for acquiring
new equipment and expanding operations.

Inroads have been

made in providing food service in individual plants of large
multi-plant companies which may be expanded in the next few years.
The planned expansion will increase sales volume and should
increase profits more than proportionately.

It is anticipated

that joint operation will provide economies in purchasing
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merchandise and vending equipment which help push up the ab
normally low profit margin.

Elimination of duplication of

some activities and tighter control made possible by having
volume large enough to afford more detailed cost analysis
would be direct advantages brought about by the holding company.
It is believed by company management that the system can increase
profits with almost no increase in fixed or semi-variable cost
through replacing some unprofitable accounts by other in
stallations which would be profitable.

The position of Macke

Vending and Prophet (See Table I) is considered indicative of
the increase in profit margins made possible by increasing
volume.

Their growth, which appears to be less than the other

four companies shown, is representative of new business developed
by an existant, continuing company in which volume increases
result in better profit margins.

Much of the rapid increase of

volume of the other four companies came as a result of mergers
or purchases of other operating companies.

The rapid expansion

brought growth in volume but led to distinct problems of
assimilating the newly acquired firms into a unified profitable
system.

According to the planned growth, Venda-Craft*s earnings

per share will be higher when public offering does occur and
total price received for a portion of the business will be more
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favorable to the present promoters.

The promoters should

make more profit on their stock by waiting to sell.
Neither the holding company or any of the operating com
panies have a pressing need for new financing at this time.

The

working capital position is not strong but the vending industry
operates with a current ratio considerably below the usually
stated 2 to 1.

(See Table 111*)

The high current indebtedness

is explained by the large investment in vendable merchandise
usually bought on open account and the large investment in
machines which are normally financed by the bank on a 24 to
36 months basis.

19

Current assets comprising combined totals of inventories
amount to $100,000 and trade accounts receivable of Piedmont
Dairies amount to an additional $173,000.

Combined accounts

payable are approximately $300,000 and are owed predominately
by Piedmont Dairies which has NO long-term debt but relies ex
clusively on bank borrowing.

A South Carolina bank to whom

Rebel and Southern Sales owe $125,000 in short-term notes has
expressed a willingness to extend payment if the companies so
desire.

19

In general, although working capital margins are slim

Raymond Erfle, "Vending Lending” , a reprint of an article
taken from Bulletin of the Robert Morris Associates (Published
by the National Association of Bank Loan Officers and Credit
Men), Vol. 44, No. 7, March 1962.
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for the operating companies, the liberal credit policies of
their banks are providing adequate funds at this time.

If the

proceeds of a large stock sale were immediately available,
there would be a problem in finding ioanediate and profitable
utilization of it.

Plans For The Future
Providing Assets and Working Capital for the Operating Companies
Current estimate of 1962 sales volume is $5,300,000, up
from $5,000,000 in 1961.

Although final figures have not yet

been compiled for the holding company, the company estimates
Its profit margin is up slightly, although it is still below 2%
of sales.

The basis for optimism on the profit margin is that

several installations which had been operating at a loss were
dropped and replaced by other installations which are shewing
a profit.
Proposed growth through 1965 is planned to be steady but
conservative.

Total volume should be $8,500,000 to $10,000,000.

Several projects are tinder development at this time which will
lead to the anticipated volume as well as increased needs for
financing:

Negotiations are underway with a major textile
manufacturer to provide in-plant feeding in 18
mills.

If this contract is obtained, a new subsidiary

will be created to be equally owned by one of the
operating companies and the manufacturer.

Food

service will be added to one plant per month for
18 months.

When the installation is completed in

early 1965, nearly $1,000,000 will have been added
to annual sales volume.
About $500,000 additional investment will be
required to provide equipment and operating capital
for this installation.
manufacturer.

Half will be supplied by the

A South Carolina bank has indicated a

willingness to increase the bank line of credit by
$150,000 as It is needed.
If negotiations with the textile manufacturer do not
result in a contract, an additional salesman will be
employed.

By 1965, he will be expected to create 6 or

8 new accounts per year, each generating an average of

$ 1,000 per week in sales, or a total of $300,000 annual
sales.

Negotiations are underway to provide soft drink
vending service to a southern university.
imately

$40,000 worth of additional equipment would

be added.
year.

Approx

Sales are estimated to run $60,000 per

It is hoped that additional vending contracts

can be obtained once the company has established
itself on the campus.
Preliminary talks are underway with both military
and industrial users in a southern military and in
dustrial complex.
Southern sales obtained a contract within the past year
to provide complete vending service, including hot foods,
for a major food processor in central Florida.

Service

was Installed in two plants only, but at the present
time, negotiations are underway to extend the service
to a number of additional facilities.
Efforts are being undertaken for expansion of vending
facilities on military bases along the eastern seaboard
as well as acquisition of contracts for both milk and
vending at military bases in states bordering the Gulf
of Mexico.

Expansion of the existing area and devel

opment of the new area may require as much as $300,000
to $500,000 additional investment.
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The following comparative balance sheet compares the 1961
position with the projected needs for 1965:
(In thousands)
Current Assets
Fixed Assets
Total Assets

$

440 (40%)
660 (60%)

$1.100 (100%)

$1,000 to $1,200 (40%)
1,500 to

1,800 (60%)

$2.500 to $3.500 (100%)

Current Liabilities

500 (45%)

675 to $

Long Term Liabilities

200 (18%)

825 to

1,000 (33%)

Equity

400 (37%)

1.000 to

1.200 (40%)

$1.100 (100%)

$2.500 to

800 (27%)

3.000 (100%)

The Carolina bank which has provided short term funds in the
past can be expected to increase the line of credit to the needed
level as the company expands its assets and increases its sales
volume.

Even with the increased borrowing, the current ratio

will be increased from the present .9 to 1 (See Table III) to
a more acceptable 1.5 to 1.
With current profits running at $75,000, and the expectation
of doubling sales while increasing margins, an equity increase
of $800,000 over the next five years is possible if company
plans are carried out successfully.

This large and rapid equity

increase Is needed Co finance growth in assets to the desired
level.

If earnings do not materialize as expected, stop-gap

financing can probably be obtained through increased bank
borrowing although this sacrifices the desirable current re.tlo
position.

The experience of Automatic Retailers of America and

ABC Vending (See Table IV) indicate that a vending company
might be able to secure financing with as little as 30Z equity
but such a large proportion of debt results In an inflexible
position for the borrower because of restrictive security
covenants with his loans, and his having no further borrowing
power to rely on in an emergency.

Venda-Craft would prefer

to move its equity position into the 40X to 50% range as soon
as it is feasible.
The long term debt increase to $1,000,000 will be negotiated
by the Charlotte underwriter.

The private placement of a term

loan through an insurance company seems to offer the best possi
bility.

It is suggested that the amount sought will be regulated

by the difference between funds generated internally and funds
needed to provide a satisfactory current ratio.

The company

management does not expect to undertake such a loan for at least
a year.

Immediate increases needed for expansion can be filled

through present banking connections.

Until major phases of the
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expansion are definite (i.e., the contract for the 18 textile
mills or other similar operations) the need for funds will
not exceed the bank's willingness to provide them.

As such

plans develop, the underwriter expects to formally negotiate
a loan with one of several potential lenders with whom the
underwriter has had previous dealing.
The objectives of the Venda-Craft promoters appear
feasible and in keeping with trade practices.

The small equity

position appears questionable for a highly-competitive business
faced with the uncertainty of contract termination at important
installations.

Yet large debt usage is typical of the industry.

(See Table IV)

In discussing the proper combination of securities

of various types in the financial structure of companies, Guthmann
and Dougall make the following observation:
". . . the adherence to similar financial standards
by major companies in certain industries indicates
that they may have hit upon an industry pattern of
financing that represents a search for optimum
capital structure .1,20

Guthmann and Dougall, op. clt., p. 235.
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The use of debt-heavy structures provides for financial
leverage to raise earnings per common share.

During the lusty

period of growth for the industry during the past 10 years,
vending companies have depended heavily upon borrowed money
to provide the assets and working capital which made possible
expanded operation.

Leaverage increased earnings per share as

sales volume increased.

The plow-back of these earnings made

possible increased borrowing, thereby creating more leverage.

This rapid expansion resulted in the "growth company" image
which helped boost vending stock prices in the 1960-61 period.
Rapid growth rather than conservatism in structure characterized
the booming industry and is reflected in the financial structure
of individual companies.

On the basis of cash flow generated

through rapidly expanding sales volume, lenders, particularly
local banks, stood ready to finance equipment purchases and
inventory needs for the characteristically small locally-owned
vending company.

Larger companies created through various forms

of combinations still relied upon many local banking connections
of the component companies.

In many cases, large metropolitan

banks made loans to the new systems on recomnendations and
introductions from smaller correspondent banks who had engaged
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in previous lending to one or more of the component companies.
The result was a heavy reliance upon bank lending and a heavy
reliance on short term financing.

Bank loans have also provided

a substantial portion of the fixed liabilities of the vending
companies by extending term loans (generally three to five years)
for the purchase of vending equipment.

A major objective of Venda-Craft should be the shifting of
a portion of its debt from the short term category to the long
term category.

Even for the vending industry, current debt in

the amount of 457. of the total structure is excessive.

Despite

the favorable working arrangement with the bank and the assurances
that the debt will be extended, this percentage places the company
in a precarious position.
The promoters wish to continue to use debt as much as possible
for the leverage effect on earnings per c o m o n share.

High

earnings will be reflected in higher market values when the company
undertakes a public stock offering some years hence.

But in an

effort to gain high earnings per share^ risk and the possible effect
of negative leverage must be considered.

The financial pattern

developed by leading companies in the industry suggest guidelines
beyond which a new company should not pass without deliberate
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consideration of its action and the consequences.

Desirable

leverage can still be utilized by shifting additional financial
arrangements into the long term category until total structure
approximates that of other vending companies shown in Table XV.
Expansion is not being slowed down by this move but a firmer base
is being established.

Providing Income for the Holding Company
The question was raised as to the best means of getting income
into the parent company, Venda-Craft, in order to absorb the ex
penses of that corporation.

Venda-Craft will simply perform a

coordinating and management function for each subsidiary company
and will have no direct operating income itself.
One method considered was to transfer some of the income
producing assets of the subsidiary companies to the parent company.
The most practical assets for Venda-Craft to acquire would be
vending machines which would be leased back to the subsidiary
companies.

Legal counsel was acquired to investigate the

rulings on transfering equipment whose depreciated basis was
below its current market value.

The subsidiary companies hoped

to be able to sell the equipment at its fair market value to the
parent company and pay tax on its gains at capital gain rates,
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while enabling the parent company to take the equipment at a
stepped-up basis and depreciate it against current income.

After

thorough study, the plan was abandoned as not being unfeasible.
Although the sale and purchase of properties of related
corporations to obtain a stepped-up basis is not expressly for
bidden by statute, there are a number of hindrances to its success.
The transfer may be held to be a contribution to capital, partic
ularly where the transferee is a newly created corporation, and
therefore the asset would retain its old basis.

21

Furthermore,

if a leaseback is attempted in such a situation, both the steppedup basis and the rental deductions of the subsidiaries may be
denied on the ground that a true sale did not occur.

22

Practical considerations do not favor the transfer of assets
as a device for providing rental income to the parent company.

It

would be necessary to presuppose that the parent corporation would
have adequate income to absorb the higher depreciation.

Further

more, the parent company should have income in excess of $25,000
per year.

With the corporate tax rate on the first $25,000 at

30%, income below that amount would be taxed at a rate only 5%

21

J.M. Turner and Company v. Commissioner, 247 F. 2d
370 (4th Cir., 1957).
22

Shaffer Terminals, Inc., 16 TC 356, Aff'd 154 F. 2d
539 (9th cir., 1952).
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above the capital gains tax paid by the selling company (assuming
the selling company to be in the 52% bracket).

A 5% difference

does not justify paying out a 25X capital gains tax at this time
in order to obtain a deduction against a 30% rate in future years.
And it must be kept in mind that the Internal Revenue Service

will not permit arbitrary juggling of intercorporate profits and
losses in the case of parent and subsidiary companies.
The payment of management fees appears to be the most
effective means of getting funds to the parent company.

The fee

might be based on gross sales or net profit of each operating
company.

As long as the management fees paid were reasonable

and bona fide fees, there would seem to be no danger that they
would be construed as dividends.

As a general proposition,

management expenses are deductible business expenses even when
the services for which the fees are paid are performed by a
related company.

23

Reasonable management fees paid by a subs id -

iary to its parent have been held to be deductible expenses.

24

Although the transfer of present assets to the parent company
was not practical, there is no reason why future equipment could
not be bought by the parent company and rented to the subsidiaries.

23

United States Federal Income Tax Regulations, Section
1.162, Par. 1.
24

Smith-Bridgman and Company 16 TC 287.
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Rentals could be used to supplement the management fees and In
the long run, if the volume of equipment owned by .the parent is
large enough, might even replace the fees.
At the present stage of development, the promoters are not
planning for Venda-Craft to pay any dividends.

Following the

example of Automatic Retailers of America and Interstate Vending,
earnings of the operating companies will be re-invested for
further expansion.

The promoters will rely on their salaries as

chief executive of one of the operating companies to provide
personal renuneration.

Eventually, when the stock, is publicly

held, dividend payments by the parent may be utilized.

At that

time, dividends from the operating companies to the parent company
can be used to provide needed funds at the holding company level
if the need is so great that it cannot be provided by fees or
rental payments.

Consolidated statements will be used to minimize

taxable liability for inter-corporate movement of funds.

Summary
The financial problems in the creation of Venda-Craft are
still far from solution.

The change in market conditions re

quired a re-evaluation of objectives on the part of the promoters.
It shifted emphasis from an immediate stock sale which would have
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met objectives of some of the promoters for immediate liquidity
and capital gains but was ill advised from the long range view
point of the new stockholders or the remaining promoters.

Stock

would have been sold on the basis of a market boom and on the
popularity of vending stocks as a group rather than on any real
potential for profit or growth shown by Venda-Craft as an in
dividual company.
Because of this necessary slow down in transition to public
ownership, and the time it affords for re-evaluation and more
effective planning, the change in conditions appears to the writer
to have been a fortuitous event.

The present position of Venda-

Craft is weak when compared with selected leading vending companies
in the following respects:
1.

Profit as a percent of gross sales is low.

2.

(forking capital is a negative figure.

3.

The current ratio is well beluw the average for
the industry.

4.

The percentage of equity to total structure is
slightly low.

5.

The management has no experience as a team, working
together.

6.

Operations of the individual units have not been
coordinated to result in a holding company system
in fact as well as in name.
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7.

Lack of specific plans for the use of any capital
funds acquired at this time by a stock sale of a
term loan arrangement.

However, points of strength which contribute to future potential
are also present.

Some of these are:

1.

An increasing profit margin as unprofitable accounts
are being replaced with new profitable accounts.

2.

A moderate position in terms of Investment in assets
needed to generate $1 in sales.

3.

Favorable banking connections and good credit positions
established by the component companies.

4.

An established connection with an underwriter who is
Interested in the long range welfare of the company
and its stockholders.

5.

Favorable connections with established industrial
companies and the prospect of expanding vending
service to these companies.

6.

Recognition of present weaknesses by the management
of Venda-Craft and their willingness to work toward
overcoming them.

The advantages of the company are much more subjective than its
weaknesses.

Weaknesses are of the type which would have to be

disclosed in a prospectus because they are statements of present
fact, but SEC rulings would not permit inclussion in the pro
spectus of most of the favorable points.

As subjective

evaluations or expression of hoped-for future developments,
they have no place in the prospectus.

But by waiting until some

of the present weaknesses have been replaced by realizing the

potential of sane of the points of strength, a much more
favorable offering can be made to the public.

In order to

realize the potential, financial plans will have to be
developed where now they are simply nebulous ideas without
form or means of implementation.

Developments tending to bring

the performance and structure of Venda-Craft more within the
guidelines set by leading and established companies of the
vending industry will enhanee its total value and lead toward
more successful long run operation.

C o n p a rla o n o f C e r ta i n V ending M achine Companlea
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ARC Vending Company Anneal Report for the raapeotive year*.
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p. 4480; (2) Moody'* laduatrlal Manual, 1962, p. 313 (3) Moody'a Induatrlal Manual, I9 6 0 , p . 929
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.40
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.42
.19

Market langt
1942
1941
1940
1939
1994

31
43
32
24
14

Price/Earnings latlo
(less* on U # >
1942
1941
1940
1939
1994

393-1
41-1
44-1
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135(2)
.45
.54
.50

(3)
1.01

.9 6 (4 )
.71

1 .0 3

.66

.99

.14

.80

.51
.47

■11

.50+ 31 a t
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1/4

40-1

30-1
20-1
14-1
12-1

69-1
36-1
47-1

.45 1 / 2
.45
13 3/4
N il
N il

.65 + 31 st
.57
.54
.91
.54

Nil
Nil
Nil
Nil
38 1/4
49 1/4
24
24

1 .0 4 (6 )
.58
.51
.50
. 18

1 .2 0 (5 )
1.26
1.61
1.58
.72

26-1
19-1
10-1
14-1

lee reference Beta ee fe ll a* Lag page.
I f O r t aa4 Osar U s M Stock ieports, Vol. 30 lo. 31 Section 5 (February 14, 1 9 6 3 ),
StanAai* an* N a r O w r S a 0— ter aa* leglonal hthaigt Stock leports, Vol. 29, No.
StanAar* aai Pssr Ueto* Stock laports, Vol. 30,lo. 2, Section 2 (January 3, 1963),
StaaSai* an* N r ■ ■ I n Otofir an* Regional Exchange Stock Reports, Vol. 24, Ho.
Itanker* an* h s r Pang iia Canater an* Bnglsnal bchange Stock laports, Vol. 29, Ho.
StanAai* an* Poor Pear b e Cnantar an* leglonal bchange Stock laports, Vol. 29. Ho.

18
18
13
9
6

1/8
7 /8
5/8
3/8
3 4

24
30 3/8
39 3/8
30

48

N il

21
14
19
14

23-1
52-1
55-1
60-1

page 256
24, S e c tio n 4 (F e b ru a ry 27, 1 9 6 3 ), page 3183
page 10
146, S e c tio n 17 (D ecanber 24, 1962, p a |« 4269K
2 , S e c tio n 21 ( J a n u a r y 4 , 1 9 6 3 ), page 5028
3 2 , S e c ti o n 20 (M arch IB , 1 9 6 3 ), page 4440
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Notes to Table II

*Ad justed for splits of 2 for 1 in 1959 and 1958, and stock
dividends of 5TL in 1958-59.
^Adjusted

for 2 for 1 split in 1961.

3
Adjusted for 2 for 1 split in 1961 and stock dividends of 2%
in 1960 and 1961.
^Adjusted

for 6 for 1 split in 1960

and 1% for

^Adjusted
for stock dividends of 4% each in 1960
and 2% in 1962.
^On combined A and B stock.

1 in1961.
and

1961

Table lit

I

II

III

IV

* » C

In te ra ta tc

VI

Auto

C an teen
l e t A a a rte p e r eh
1962

7 .9 4

1961

10.00

1960
1959
1958

6 .2 7
4 .9 8
1 .95

* ft A
949
722

P ro p h e t

Macke

V e n d a -C ra ft

3.52
7.85
7 .3 2
6 .7 8

4.08

6.11

6.9 9
6 .5 3
5 .6 4
4.6 0

6 .3 7
5 .5 0
4 .4 8

6. 79

l e t A e ee te a e X lfltt
( l a e e d on l l g h )

1962
1961
1960
1959
1958

25.01
21.91
12.01
17.51
28.21

Working Capital (000)
1962
18678
1961
28189
1960
22801
1959
11551
1958
12100
Curreut latlo
1962
1961
1960
1959
1958
tourcee:

I
II
III
IV
V
VI

1.6*1
2.5-1
1.5-1
1.8-1
1.9-1

15.41
10.01

2 6 .2 1

2 0 .9 1

21.01

15.11

21.21

5 0 .7 1
6 1 .9 1

3 5 .0 1
4 4 .9 1

14.0 1
14.01

4455

(HOI)

2570
1950
4810
4410

1. 1-1
.9 -1

9 .2 1
8 .3 1

5180
238"!

1 .6-1
1 . 2- 1

1 .5 -1

1. 8-1
1 .7 -1

1 .4 -1

917
1368
2230
1788

1 .4 -1
1 .4 -1
1 .7 -1
2 .3 -1
2 . 2-1

431
(9 4 0 )

(7 0 )

1.1-1
. 8-1

.9 -1

1 .7 -1

Automatic Canteen Company Annual Report for the raapectlve year*
Standard and Poor Over-the-Counter and laglonal Exchange S to c k R e p o rt# , V ol. 29, No. 24, S e c tio n 4 ( F e b ru a ry 27 , 1 9 6 3 ), page 3183
ABC Vending Coapany Annual laport f o r the raapectlve yeara.
Standard and Poor Over-the-Counter and Regional Ixchange S to c k R e p o r ta , V ol.
2 8 , No. 146, S e c tio n
17(D e c e a b e r 2 4 , 1 9 6 2 ),
page 4269K
Ike Prophet Coapany Anneal laport for th e raapectlve yeara
Standard and Poor Over-the-Counter Regional Exchange StockR e p o rta ,
V ol. 2 9 , No. 32, S e c tio n 20(K erch 18, 1 9 6 3 ), page 4480

Table IV

I
1961
Auto Canteen

Currant Llabllitlca
Fixed Llabllltla*
Preferred Stock
C o w m Iqulty
Invaatsant In aaaata
naadad for $1 In aalaa
1 on conaon equity

Sourcat:

I
II
III
IV
V
VI

ABA
m

HI
1961
ABC Vend

IV
1962
Interatate

V
1961
fro(6it

VI
1962
Hacka

1961
V e n d a -C ra ft

1963
Vanda-Craft

301
701

361

361

261

721

661

161

761

4C1
60t

401
601

loot

1001

lOOt

1001

1001

1001

1001

1001

151
331

221

321
381

221

391

261
261

451
181

271
331

521

321

301

621

611

501

371

401

371
631

C u rra n t A aaeta
f ix e d A aaeta
T o ta l A a a a ti

II
1962

361

361

61

.67
91

.38
161

131

Moody'» Induatrial Manuel, 1962, p. 1106.
Standard and Poor Over tha Countar and legional
Moody’a Induatrial Manual, 1962, p. 370.
Standard and Poor Over-the-Conter and legional
Standard and Poor Over- tbaCountar and legional
Standard and Poor Ovar-tha-Counter and lagiooal

.66

271

.20

191

.54

.44

161

.2 3

.23

Kxchange Stock laport, Vol. 29, Bo, 2, Section 4 (February 27, 1963) p. 3183.
Kufaange Stock laport, Vol. 28, Bo. 166, Section 17. (Deccnbar 24, 1962) p. 4269K.
Ixchange Stock laport, Vol 29. Bo. 2, Section 21 (January 4, 1963) p. 5028.
Kubango Stock laport, Vol 29, Bo. 32, Section 20 (March 18, 1963) p. 4480.

CHAPTER VII
OPERATIONAL PROBLEMS IN THE CREATION OF VENDA-CRAFT

The organization of the Venda-Craft system was estab
lished to provide maximum autonomy of the operating units.
Hcwever, if it is to provide mutual advantages to the partic
ipants in the venture, operations must be coordinated.
Present management of the combining companies believes the
greatest gains can be realized in the areas of joint purchas
ing, joint handling of vending equipment, and standardization
of service and pricing.

Joint Purchasing
The role of purchasing is vital to the financial success
of a business.

In its more traditional concept, purchasing

consists of the development of a system for learning of a need,
selecting a supplier to fill the need, negotiating the price
and other pertinent terms, and following up to insure de
livery.

Professor Lewis of the Harvard Business School prefers

to broaden the concept by the use of the term "procurement"
which covers all elements of the previous definition and
expands it to cover such additional functions of materials
supervision and management as inventory control, receiving,
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incoming inspection, and salvage operation.'*'

In the estab

lishing of a central purchasing function for Venda-Craft,
the broader concept of “procurement” with all its implications
of planning, administration, and control is envisioned.
The direct objective is to obtain merchandise and equip
ment at the lowest cost without unduly sacrificing authority
or flexibility of the subsidiaries.

In conjunction with the

recommendations of an independent purchasing consultant, the
company adopted the following functions to be performed by
the newly created central purchasing agency:
1.

Negotiation of buying agreements with suppliers,
on behalf of the group, for items which cost less
when bought in larger quantities or which in other
ways permit reduced prices or lower transportation
or storage costs.

2.

Handling re-shipment to local operations of single
delivery, truckload or carload shipments.

3.

Assisting local purchasing activities to obtain
best overall values.

4.

Assisting in adjusting inventory imbalances of
subsidiaries.

5.

In the future, the purchasing clearing point might
aid in consolidating truck loads between VendaCraft and out-side companies and between Venda-Craft
operations.^

^Howard T. Lewis and ffilbur B. England, Procurement
(Homewood: Richard D. Irwin, Inc., 1957), p . 2.
^Sam B. Carson, Purchasing Opportunities for Venda-Craft.
an unpublished report dated May 17, 1962, and submitted to
the company.

Special emphasis on purchasing as a major cost element
whose control has a direct bearing on profits is not unique
to Venda-Craft.

The intensification of competition brought

about by larger and better organized vending firms has re
sulted in more searching inquiries into all elements of cost.
Additional information is sought to find ways to reduce costs
in order to remain competitive and to protect profit margins.
George E. Stringfellow, Senior Vice President of Thomas A.
Edison, Inc., has emphasized the important relationship be
tween purchasing costs and total profit with an example.

He

says that it is not unusual in wholesaling operations for
75c of every sales dollar to be taken up in purchasing of
inventory and supplies.

If we assume that 15c would be

spread for payment of taxes, selling expenses, labor costs,
and administrative overhead, leaving 10c as profit, a re
duction of 1 1/3% of the 75% purchasing cost would increase
profit to lie*

This is a 10c increase over the previously

assumed profit of 10c.

To accomplish the same increase in

profit, it would require a 6 2/3% reduction of any other costs.
In a study of recent profit and loss statements of 15
operating vending companies (see Table V), their purchase

3

George E. StJtingfellow, "The ’New Look' in Purchasing",
Purchasing, XLI (July, 1956), 74.

Table V

Purchases expressed
as a % of total sales
Co.
Co.
Co.
Co.
Co.
Co.
Co.
Co.
Co.
Co.
Co.
Co.
Co.
Co.
Co.

Profit expressed as
a X of total sales

A
B
C
D
E
F
G
H
I
J
K
L
M
N
0

69.2
46.6
70.6
63.0
36.2
57.8
75.5
75.4
64.2
38.3
49.2
61.3
58.7
53.3
48.6

2.98
4.34
6.15
7.25
7.98
2.74
2.08

Aggregate*

60.5

3.05

2.52
0.08
2.94
4.78
3.73
3.92
0.26
1.00

*Total purchases by all companies divided by total sales of
all companies. Total profit after taxes of all companies
divided by total sales of all companies.

Relationship of purchases and profit to net sales for
15 Southeastern vending companies for a fiscal year
occuring between 1959 and 1961.
(Not all companies
used the same fiscal year.)
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price of goods ranged from 36.2% of sales to 75.5% of sales.
A simple average (total purchases divided by total sales)
amounts to 60.5% for the entire group.

The actual percentage

of funds expended through the purchasing function is actually
higher because these figures do not take into account pur
chase of supplies, vending equipment, or delivery equipment.
The percentage of net profit after taxes to total sales
ranged from 0.08% to 7.98%.

The simple average of the entire

group (total profit after taxes divided by total sales)
amounted to 3.05%.

Thus, vending as an industry is at this

time suffering from a profit squeeze which offers sizeable
rewards in profit percentages if the major expense outlay for
merchandise can be reduced by more effective purchasing tech
niques.
Attention to the problems of procurement are resulting in
changes in its traditional role.

Professor Lewis sees a role

of increasing importance with significant changes in the next
ten years:
1.

There will be included within a single managerial
unit all the planning, directing, controlling and
coordinating activities concerned with production
inventory requirements from the point of their
inception through to their introduction into the
manufacturing process.
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2.

There will be increasingly close coordination and
even integration between this supply function itself
and the overall company policy. There will be less
departmentalization and more Integration. This will be
achieved both through organizational changes and
through the developing methods of communication
and control.

3.

There will be big changes in dealing with stock,
inventory, and order placing responsibilities.
This will come about as a result of better top
management comprehension of the nature and re
lationship between these activities, and a
greater use of automatic data processing.

4.

There will be wider use of various mathematical
and statistical techniques for the accumulation
and utilization of systematic data as a basis
for making administrative and policy decisions.

5.

There will be necessarily greater utilization
within the procurement area of the services of
technical experts in mathematical-statistical
methods, and of purely technical advisors in
such areas as value analysis.^

The importance of the cost position of purchasing and the
magnitude of its effect on profit is recognized by the manage
ment group on Venda-Craft.

The belief in savings through

mutual purchasing was one of the first expected gains of com
bination.

In an effort to implement a policy to provide these

savings, the company has used a consultant in an effort to
obtain an impartial overlook at the present individual systems

^Howard T. Lewis, "Purchasing's Responsibility to
Management," Purchasing. L (January, 1061), 44.
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and effect their combination in such a manner as to avoid
duplication of activity, reduce cost, and improve efficiency.
In general, his work has been confined to the mechanical
processes of acquiring and handling.
Another outside consultant is currently working with the
company toward the development of controls for the purchasing
function and for the development of entirely new standards
for judging its operational effectiveness and cost.

An

attempt is being made to apply operations research methodology
to the problem of determining optimum ordering quantities.
In addition to establishing the limits between which inventory
levels will fluctuate, an interesting application is being
used to establish a standard for the total cost of purchasing
operations.
The purchasing standard concept is illustrated by reference
to Figure 4.

If OC represents the aggregate cost of ordering

and CC represents the aggregate of all carrying costs, optimum
efficiency occurs at point P.

To the left of P, savings in

carrying cost will be more than off-set by increased ordering
costs.

To the right of P, savings in ordering costs will be

more than off-set by increased carrying costs.^

Therefore,

E. H. Bowman and Robert B. Fetter, Analysis for
Production Management. Revised Edition (Homewood, Illinois:
Richard D. Irwin, Inc., 1961), pp. 269-276.

COST

total

co st

CSU.YINC COST (CC)

Y
OKOUN6

X

TlCUfcE 4
O P T I W U K OR.OCR. Q U A N T I T I E S

COST

(O c'i
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X quantity is the optimum amount to be purchased at Y cost.
For a given period, the total merchandise needed will indicate
the number of orders of X quantity which will have to be made.
Then the cost standard for most efficient operation of the
purchasing department should be that same number of orders
multiplied by Y cost.

If the cost of operating the purchasing

department exceeds the given standard, the indication is readily
apparent that the company is deviating from actual application
of ordering in most economic order quantities.

The application

is a simple standard developed from additional utilization of
economic order quantity theory.
At this time, the gathering of cost data has just begun
and results are inconclusive.

The most significant element in

the application of this technique is that the company is utilizing
advanced tools of theoretical management in the solution of the
purchasing problem.

Venda-Craft management believes this to be

the first application of the technique to vending inventory
control problems in the Southeast, and possibly in the United
States.

Joint Handling of Vending Equipment
The vending Industry presents a very special problem in the
effect which competition may have on the profitability of a
company.

Because its costs of distribution are closely tied to
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the tremendous number of vending machines which it must buy,
it is always extremely vulnerable to competition making these
assets idle.

Competition can cause the cancellation of a location

contract (by standard practice, they are mutually revocable upon
90 days written notice) and create a large number of idle machines.
This is especially troublesome to a company like Southern Sales
which specializes in complete installations of full line vending
machines, including the very expensive (frequently over $1,500
per machine) hot food vendors.

Where the machines are set up in

matching banks, extensive modification may be necessary to Install
them in another location.

The very threat of competition offering

a more favorable location contract can force uneconomic adjustments
on the conmlsslon rate paid.

Even more troublesome is a promise

of newer, more attractive machines which will be purchased and
installed by an invading competitor.

In order to satisfy the

customer and retain the contract, it is sometimes necessary to
replace the whole installation with newer machines.

This requires

a substantial capital outlay which generates no more revenue than
the old machines and leaves the vendor with surplus used equipment.
Combination of the companies through Venda-Craft offers a
tremendous advantage to the operators in the solution to the
equipment problem.

First, cost savings made possible through
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volume operation should reduce operating costs and establish a
break even point comparable with anyone in the industry.

Second,

the larger size can support cost accounting services which would
be too expensive for individual operating units.

A precise

knowledge of costs will facilitate negotiations with location
owners and allow the passing of savings to them in the form of
higher commissions, thus increasing the competitive position.
Third, the larger size with its greater capital resources will
be valuable when competitive pressure forces uneconomic commission
rates resulting in losses for the short run period.
Fourth, the problem of excess used equipment will be minimized
by pooling arrangements.

It has been agreed that all future equip*

ment purchases will have standardized face plates resulting in
uniformity of appearance.

Present equipment will be standardized

in the same way whenever it is refinished for a new installation.
A scale of prices based on type of equipment adjusted for age will
be prepared.

Inventories of excess equipment will be maintained

by the holding company.

Before new equipment is purchased by any

unit, management of the operating company will first check with
the holding company to ascertain If the needed equipment is avail
able in one of the other units.

If it is available, the equipment

will be purchased for the amount set forth in the previously pre
pared price scale.

It is expected that this will mitigate somewhat
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the excess equipment problem and result in financial savings
to all the companies.
Fifth, the added size through combination opens prospects
for foreign expansion which none of the individual units were
large enough to undertake.

Consideration is now being given to

machine Installations at military bases in Bermuda, Cuba, Puerto
Rico, and West Germany.

They would serve as outlets for used

machines which are still useful but because of the introduction
of new models have very little sales appeal for domestic in
stallations .

Standardizing Service
The need for uniformity in service and pricing is present
even though the operating companies maintain separate legal
entities and much of their operating autonomy.
reason for this is geographical.

The most obvious

Some of the operating units are

located where they could compete with each other for customer
accounts.

Co-ordination through the holding company is necessary

to determine the type of service to be provided, the price to be
charged, and the actual operating unit best suited to render the
service.

Although it is desirable to be able to provide any kind

of service which will provide a satisfactory profit without in-
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currlng undue risk, it Is not necessary that each operating unit
should be able to provide every type of service.

Allocation of

contracts becomes a strong advantage of the combination In that
it can allow for specialization by operating units.
Decisions for expansion by more intensive cultivation of
the present market area or movement into new areas would be a
matter of policy by the holding company.

As a part of a policy

decision to enter new territories or to introduce new products
would come a decision as to which of the operating units could
best carry out the project.
Even in providing service in present locations, techniques
for providing customer satisfaction at the lowest cost should be
studied and uniformly applied whenever possible.

Sales effort

must be pointed in the most profitable direction and unproductive
effort eliminated.

Although actual operations will be left to

the individual operating units, it is important that operating
policy be developed through the holding company acting as a
conmuni cat ions and co-ordination unit.

In so far as possible,

standards must be developed by the holding company for the
measurement of distribution performance and costs In the operating
companies.
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The companies are well aware that all distribution activity
cannot be standardized such as predicting the exact results for
a dollar expended for advertising or direct sales effort when
going into a new territory or introducing a new product.

But

it would be equally foolish to assume that standards cannot be
applied to any areas of distribution activity.

The development

and application of standards provide the key element of control
to be exercised by the holding company over its operating
subsidiaries.
In an effort to develop standards to assure control and
measure performance both of operating units and the individuals
who comprise them, a five step program is presently in use by
Southern Sales.

It will be carried over for Installation in the

other units as an early phase of coordination efforts.

The

program consists of the following steps:
1.

Classification of costs according to functions and
activities expressive of individual responsibility.
For example, the routeman who performs a delivery
has additional duties for routine maintenance of the
machine and clerical duties in taking and recording
the Inventory of his various machines.

These major

functions in the use of his time are broken down and
classified.

Selection of units or bases of measurement
through which the standards can be expressed.
Such units or bases vary with the type of
measurement which is to be applied.

The

measurement may apply to effort used, to cost,
to results achieved, or to the relationship of
these factors.
Thorough analysis of past experience relative to
the cost of the functions and specific activities
involved with a view of selecting the best ex
perience and Indicators of the best procedure.
Consideration of the cost effect of expected
external changes.

For example, If competition is

Increasing, it will have an effect on such costs
as direct selling and advertising.
Summarize the judgment of those executives, division
heads, department heads, and salesmen whose ex
perience and training qualify them to judge the
measures of satisfactory performance.

It must be

borne in mind that frequently different standards
must be set for different territories, products, and
classes of customers where different conditions prevail.
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The application of these steps has led to some basic meas
ures of general performance.

As used in Southern Sales, these

are:
1.

Standards of general performance
a.
b.
c.
d.
e.
f.

2.

per
per
per
per
per
per

dollar of net sales
dollar of gross profit
unit sold
sales transaction
contract signed
invoice sent

Standards for physical distribution expense
a.
b.
c.
d.

3.

Cost
Cost
Cost
Cost
Cost
Cost

Total delivery cost per dollar of sale
Total delivery cost per customer, or machine
served
Total truck operating cost per week
Mileage— truck operating cost per mile

Standards for warehousing and handling costs
a.
b.
c.
d.
e.
f.
g.
h.

Cost
Cost
Cost
Cost
Cost
Cost
Cost
Cost

per
per
per
per
per
per
per
per

physical unit of goods handled
order filled
order delivered
item handled
sales transaction
dollar of gross sales
dollar of goods sold
dollar of average inventory

The attempt at setting up such a program of standards was
an ambitious undertaking for a small firm.
available information from other firms.

There was little

The past experience

of this firm, as well as most of its competitors, was marked by
acknowledged groping for solutions to problems in an industry
that was new and rapidly changing.

The attempt to establish
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detailed standards was ambitious also because of the limited
funds available for a full investigation of facts and the lack
of an analysis section in the accounting department.

In fact,

there was not even a formal cost accounting section.
Much of the program was developed by the president of
Southern Sales working closely with the controller.

Admittedly,

the standards that have been developed have many shortcomings.
The standards are not presumed to be a complete system but their
use serves to locate many trouble areas which are costing the
firm too much money.

In many cases, the development of the

standard is based on somewhat questionable or imprecise data.
Still the attempt at quantification is better than relying solely
on the manager's intuition.

As a further limit to their effective

ness, the indicated standards are not uniformly applied.

Spot

checks are used or the standards are applied in instances where
management feels that performance is falling and efforts are
being made to locate precisely where the difficulty lies and what
is causing it.
With the operations combined throughout the Venda-Craft
system these standards will have more significance.

Pooling

of information will allow present criteria to be checked out
against performance in other companies.

Increased size and

financial resources will make possible effective use of joint
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accounting techniques and staffs, Including cost accounting and
analysis sections.

Importance of adequate standards will also

be increased because of the increased responsibilities and
further separation of the present founder-presldents from their
operating units.

If the Venda-Craft system is successful and

has favorable growth, the increased volume of business will
further strain the ability of these founder-presidents to keep
close contact with the operating units.

Greater delegation of

authority to subordinates will be necessary.

Development of

standards provides the best way of judging performance of these
subordinates and the units which they supervise.

Standardization of Pricing
In the vending Industry, pricing means two different things
and must be considered from both standpoints.

First, it is the

question of the price at which the conmoditles themselves will
be sold, e.g., will coffee be vended for five cents or ten cents.
But the real customer of the vending machine firm Is not the
ultimate consumer but the person who allows the machines to be
placed in his institution or place of business.

It is with this

customer that the second, and central pricing problem is met.

It

is here that the vending machine operator tells the contracting
customer how much commission will be paid to him for allowing the
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vendor to place a machine at a given location.

Industry practice

is that commissions are figured as a percentage of gross sales
volume.

In some cases, particularly in smaller firms which do

not keep accurate cost records, the percentage bid is a crude
guess set at the lowest figure which the vendor thinks the client
will consider.

Increased competition with the development of

larger and better organized vending companies have increased
pressure for more exact techniques in bidding.
Another method of bidding is the sliding scale method.
This takes into consideration that a firm makes more profit as
it increases in volume and that there are fixed and variable costs
which must be overcome by sales volume before the vendor can afford
to pay any commission.

When this level is met, coonissions based

on a percentage of gross sales are said.

As volume increases, the

commission percentage is also increased.

This approach is used

by both ABC Vending Corporation and the Canteen Corporation of
American and is generally being adopted by the larger regional
companies.

However, there are some serious weaknesses in this

sort of pricing.

One, it is based on total volume of sales rather

than on any specific type of sales.

It does not take into con

sideration that the percentage of profits on coffee and soft drinks
is greater than the percentage of profits on cigarettes, hot foods,
and milk.

Therefore, the character of the volume is important,
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and because type of sales varies conspicuously from location to
location, there is a real weakness in the pricing structure.
Neither does it take into consideration that some vending machines
can be bought as cheaply as $100 or as expensively as $1,600.

The

amount of investment in a given location could be much greater
than the investment at another location doing the same volume of
business and paying the same commission rate.
Southern Sales has a unique pricing process designed in connection with its accountant which recognizes specifically the
role of fixed and variable costs by types of product and the price
of the machine from which the product is sold.

The company

utilizes sliding scales based on the type of product and the type
of machine.
contract.

This is set up in tabular form as a part of the
The scale is set up for each product classification

and the average volume per month attained on a per machine basis
becomes the basis for figuring the quarterly commission payment.
(An adjusted sample scale is included in the contract in the
appendix).

If two candy machines sell a total of $132 in one

month, the comnission rate is 5%, providing a rent of $6.60 to
the location owner.

However, if only one machine had been used

to attain this same sales volume, the commission would have been
at 14%, or $15.50.
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The determination of this scale was worked out by the
president of Southern Sales and the controller.

Utilizing cost

accounting techniques, allocations of both fixed and variable
operating costs were made to each machine.

A main element of

fixed costs is the depreciation of the machine itself, and a
main element of the variable cost is the cost of the product being
vended by the machine.

In addition to fixed and variable costs,

the company has figured into the scale a two percent profit for
itself on gross sales.

When the point is reached that the assigned

fixed and variable costs are covered plus a two percent margin for
error, the customer begins to share in the commissions.

His rate

increases as higher sales volumes are reached.
The use of this system allows for precision in bidding which
generally provides profit from any installations obtained.

Since

the company is engaged mainly in providing full service vending,
including hot food operations for in-plant feeding, the ability
to match costs against revenues in paying commissions p.ives the
company a distinct advantage in contract negotiations.
hot food vending itself is frequently unprofitable.

In practice,

However, if

the vendor can acquire the right to install a full line of other
more profitable types of machines on the location, the operating
deficit of the hot food machines can be offset.

In practice, when
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the technique of commission allocation has been explained, plant
officers have shown a willingness to expect no commissions on
the non-profitable hot food operations and rely instead on
profits from other machines of the full line granted to the
vendor.

Southern Sales feels strongly that plant managers

respect the greater precision of this method and that it has
contributed to securing valuable contracts.

In a company

manual, the president of Southern Sales has stated:
To the knowledge of this writer, this is a
system unique to Southern Sales in this industry.
It would seem to be the perfect combination of
economic theory, accounting practice, competitive
pricing and a realistic sales tool.
It is anticipated that this system will be extended to
the other units in the Venda-Craft system as a very early phase
of the unification of operating policies.

They should be in a

position to present identical bids on any job so that determination
may be made at the holding company level as to the operating unit
best able to undertake the additional service.

This decision

would be based on its proximity to other operating facilities of
the company, present load volume, available equipment, and ex
perience in the particular field.

Conversion of the one rate

^Distribution Costs and Its Meaning for the Vending Machine
Industry, an unpublished manual by the President of Southern Sales
Company, March, 1960, p. 6.
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sliding scale now used by Mid-Georgia and Canteen to the more
complex but more accurate method used by Southern Sales will
be an important step in coordination of operations.
In the vending industry, especially those firms providing
full service lines in industrial plants, a common operating
problem is the placing of installations which fail to generate
the expected volume business resulting in operating losses.

If

it can be expected that the volume of business will grow and
eventually result in a profit, the present losses can be accepted
as a part of the cost of business development.

The real dileroa

occurs when there is little likelihood of subsequent volume in
creases eliminating the operating deficits.

If there is no other

immediately available profitable installation site, the management
must select from two unpleasant choices.

He can continue operating

at a loss in the location, or he can withdraw the equipment from
the site by giving 90 days notice of cancellation of the contract.
However, if the latter alternative is taken, the withdrawal leaves
substantial unproductive equipment on hand whose high fixed cost
of depreciation (and possible interest on the borrowed purchase
price) still represent operating losses for the company.
Similarly, excessive used equipment on hand which has little
immediate prospect for Installation in a profitable location may
suggest bidding for a contract in a location known to be unprofit
able or bidding for a contract at such high commission rates that
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it is known that some operating losses will be incurred.
Although it is hoped that combining operations and pooling
equipment will alleviate the problem somewhat, provisions are
being made to appraise opportunities for utilization of surplus
equipment.

The approach used is the contribution margin approach

to distribution cost analysis.
The essence of the approach is that all direct costs that
can be assigned to a specific function are assigned.

Then all

the indirect costs that can be assigned to a particular function
are then assigned.

However, those general overall company ex

penses, which can in no way be assigned to a specific function,
are withheld and not allocated.

In other words, the department,

or function, does not include in its Individual break-down of
accounting the fact that it bears part of the burden of the other
costs of the firm.

These other costs may be general administra

tive, executive talent or Institutional advertising.

The result

is that sometimes a department, or function, will shew a profit
where, if it were allocated its pro rata share of the expenses,
it would not show a profit.

The theory of the contribution

margin is that each segment is viewed as a profit center.

The

segment's existence is justified by the fact that the other costs
of running the business would continue and this segment would
show a profit based solely on its own direct costs, therefore,
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it contributes something toward the balance of the remainder
of the expenses of a business as a whole.

While its con

tribution might not be as much as is desired, the company is
better off with this segment of the business than without it.
It is particularly helpful in a situation where management is
considering alternatives that will change relative volumes of
the various segments.

The net profit approach is indirect

because it is necessary to take into account the effect which
a redistribution of indirect cost will have upon costs of
other segments.

When a product, territory, or other unit

shows a net loss after being charged with a full share of all
costs, dropping the unit does not increase overall profit by
the amount of the loss.

The reason is that fixed costs

formerly allocated to the unit are not saved but instead are
charged to other units or against profits as unabsorbed over
head.
There are some advantages to this contribution plan.
Basically simple, the plan enables company executives to malce
quick decisions concerning the acceptance or rejection of
special order business.

The approach is readily understandable

by executives who might otherwise have difficulty in following,
or who might even refuse to accept, the intricacies of alloca
tion techniques.
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Furthermore, even In the most advanced and technical cost
accounting systems, some arbitrary allocations must be made of
those elements of cost which are not directly the product of
activities of individual cost centers.

An example of one such

overhead cost is the salary of the president and other ex
ecutive officers who are not directly involved with the operation
of cost centers.

The center's measure of profitability can be

materially affected by the manner in which these indirect costs
are assigned.

By considering only those costs which are clearly

and definitely the outgrowth of operations of each cost center,
the problem of allocation is removed and the question of pro
fitability of the centers is reduced to simplest terms.

There

is less likelihood of an unwise decision resulting from im
precise or erroneous allocation of cost data.
There are some dangers in using direct allocation only.

One

is the assumption ttut none of the unallocated fixed costs direct
ly affect any cost center.

If this assumption is in any way

incorrect, then contribution theory will obviously lose some
of its accuracy and value.

To be useful, the technique requires

a comparison to all costs which will be incurred by the company
if the cost center continues in existence with all costs which
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will remain if it is discontinued.

Operations of the cost

center are justified if they cover all direct costs
some contribution to general overhead.

make

For a center which

covers its direct cost but is not considered to be operating
at a profit when overhead costs are assigned to it, its re
moval should come only when alternative use of its resources
can make a greater contribution to the overhead of the firm.
The use of contribution theory is most aplicable for short
run decision making.

It is useful under a given set of circum

stances when the alternatives are to continue operations of a
certain type or to discontinue them.

For the long run, it Is

generally expected that every cost center maintained will be
completely self-supporting and contribute to the profit of the
firm.

This expectation ignores, however, occasional use of an

unprofitable department or product maintained for its prestige
value or other objectives not directly profit related.
Venda-Craft has no such objectives at this time and does
expect to develop presently unprofitable locations into pro
fitable operations or replace them as repidly as other
alternatives for the use of equipment can be found.

Chapter VIII
SUMMARY AND CONCLUSIONS

This study has traced the creation and development of a
particular holding company, Investigated the objectives of the
promoters who conceived the Idea for Its existence, studied the
contributions of the component units, and analyzed the factors
which Influenced the final form of the company.

The organizational

structure of the new company, Its financial program, and its
operational problems received special emphasis.

Necessity of Combination to Meet Objectives
Combination of some type was necessary to reach the objectives
set by the promoters.

Although the publicly stated objective is

obtaining additional profits generated through economies of combined
operations, a more significant reason for the creation of Venda-Craft
is obtaining liquidity of past profits.

Bach promoter is already

the successful promoter and operator of a profitable company which
has shown substantial growth.

Although book value per share of

cannon stock has increased as profits were earned and retained,
the lack of an established trading market has prevented these
earnings from being realized by the owners through the sale of a
non-controlling portion of the business.
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Individually, Che companies creating Venda-Craft are too
small to market economically public issues of common stock.

But

by combination, they can jointly place a public issue of sufficient
size to provide an aftermarket for regular trading.

Through this

means, "locked-ln" profits of the individual companies can be in
directly realized through the marketability of the stock acquired
through the creation of the holding company.
Suitability of the Holding Company
Although direct fusion through merger or consolidation would
have satisfied the size requirement for a public issue, it would
have violated the autonomy objectives of the promoters.

A para

doxical relationship exists between the objective for combination
and the objectives for independence.

Through an initial grouping

of companies into a loose federation, a Venda-Craft executive
structure is super-imposed over the existing structures of the
operating companies in order to leave them undisturbed for the
present time.

The function of the holding company is limited to

being a vehicle for comminication and co-ordination between the
operating companies, thus leaving them relatively free.
Flexibility for future development is also provided by the
holding company.

Structural reforms in the operating companies

are necessary if they take on expanded operations made possible
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by the combination.

As the holding company system expands, the

strong force of personality by which the promoters have operated
their independent companies will have to be reduced because of
the physical limitations of these men in taking on increased
responsibilities.

Operational effectiveness will require the

development of organizational procedures and systems.

Changes,

however, must come slowly and must be introduced at a time and
in a manner which will not antagonize other promoters who feel
that their operating rights are suffering an infringement.

The

holding company, as a central co-ordinating unit must exert in
fluence for reforms and improvements to be initiated by the
promoters within their own companies.

The holding company,

through the pooling of knowledge and experience of all the operating
units, and through the recommendations made by consulting spe
cialists, can provide the leadership for evolutionary change in
the leadership for evolutionary change in the structure of its
operating companies.
The holding company has been a frequently used device in
other vending combinations because of its particular suitability
for continuous acquisition of saiall, local companies.

It is

effective because it allows continued operation of acquired
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companies In their own location, using their own name and what
ever local goodwill has been developed.

The disruption of

organizational structure and operations is held to a minium.
Dissenting minority stockholders are left undisturbed.

The

anticipated expansion of Venda-Craft by further acquisitions
makes it desirable to utilize this form.

Furthermore, experience

gained in its use at the present time can be applied to later
expansion.
Factors Influencing Form and Operating Policies
The decisions which led to the development of Venda-Craft
were not based entirely upon consideration of the objectives of
the promoters and the contributions of the operating company groups.
A number of additional factors which exerted influence were noted
during the course of this case study.
Experience and Background of the Promoters
The promoters who established Venda-Craft are active practicloners of business affairs rather than theorists or
academicians.

With the exception of the president of one of the

combining companies, the promoters have had very little formal
training in the theory of management.

Each has, however, sub

stantial knowledge of business affairs drawn from his own past
experience and observation.

Each has a past record of successful

development and operation of small businesses.
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Personality of the Promoters
The individuals creating Venda-Craft are strong leaders,
independent in their thought and activity, and forceful in
maintaining their right for autonomous action.

These charac

teristics pervade the entire structure of Venda-Craft.
The Promoters are aggressive.

They are willing to set

an objective and allocate whatever resources in the form of
time, money, or manpower which are necessary to achieve it.
As a result of this characteristic in the promoters, VendaCraft will have added strength.

The promoter's willingness

to work to develop new contracts for locations and to acquire
other operating units will aid in the growth of the company.
Recommendations of Consulting Specialists
Consultants with specialized training have contributed to
the final form of Venda-Craft and to the plans which are being
developed.

In addition to the use of accountants and lawyers

who made recommendations affecting the legal organization and
the accounting unification, several consultants made recommen
dations which were followed in determining the scope of operations
to be undertaken by the holding company.

The investment banker

has had a significant effect on the financial plans of the
company.

His recommendations were used in shaping the capital

structure and in developing a pattern of financial operation
which will be used to persuade an investor that the stock of
Venda-Craft is a desirable investment.

The investment banker 1

advice is particularly important in preparing for the final
step of transition to public ownership which is essential to
accomplish the ultimate goals of the promoters.
Use of specialists should be increased as operational
problems develop as the operating companies attempt to co
ordinate their activities.

The experience and knowledge of

experts who can appraise the operations of the companies in
an unbiased fashion will be especially helpful at that time.
Trade Custom and Usage
The development of Venda-Craft parallels the development
of the leading vending companies.

A pattern of small Initial

size of operating units, locally owned which expanded through
retained earnings, under the leadership of a strong manager or
management group is typical of the vending industry.

These

local companies then combined through direct fusion or through
loose holding company federations.

Public offerings of stock,

including shares owned by the promoters, followed as soon as
conditions permitted.

Some companies, such as Prophet, were

already established in the food line, but even here, large
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size and national prominence in the automatic vending industry
was attained with same acquisitions in the decade of the 1950's.
The successful example of the combination of such firms as
Automatic Retailers of America and Interstate Vending was
studied by the Venda-Craft promoters and followed as closely
as changed time, place, and conditions permitted.
The promoters, as a result of their practical background
and long experience as independent operators in the vending
field, are relying on trade custom in many of the more routine
techniques of operation.

Relations with suppliers, machine

location owners, and prospective customers are dictated in
accordance with usual arrangements of other vending companies.
This is done in part in order to provide particular services
at costs which are competitive with others, and in part because
evolution within the vending industry has tended to develop
patterns of successful operation in surviving companies.
Innovation and Adaptive Response
In analyzing economic innovation, Joseph Schumpeter makes
the distinction between creative innovation and adaptive response.
The former goes beyond existing practices and procedures.

The

latter involves major changes for the individual firm making the
response, but stays within the range of current custom.

Host
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of the changes to the Individual operating companies fall within
the category of adaptive response.^
The development of a unique pricing arrangement of rent on
machine locations Is an innovation which goes beyond present
practice of the industry.

Although a sliding scale based on

total volume is not unusual, the additional step of allocating
costs for each class of merchandise sold and paying rent only
when the costs have been completely covered is unknown elsewhere
in the industry.

Even though somewhat similar devices may be

used by other firms, the secrecy with which location contracts
are handled makes such information or even knowledge of its use,
completely unavailable to the Venda-Craft promoters.

Since such

a program was developed directly by one of the combining companies,
without knowledge of its use in any other situation, this is a
creative innovation.
A significant example of adaptive response is the utilization
of one corporation to handle items ranging in price up through
10 c and a separate corporation to handle items of 11 c and over.

The savings in sales tax remittance offsets the added cost of

Joseph A. Schumpeter, **The Creative Response in Economic
History", Journal of Economic History. VII (November, 1947)
149-159.
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establishing and maintaining two corporations*

This is con

sidered an adaptive response because it is a technique known
and used by other vending companies.

However, its application

is not so widely used that it is considered a matter of general
trade custom and practice.
Conscious Application of Management,
Financial, and Accounting Theory
Although the most dominant influence is the practical ex
perience and backgrounds of the promoters, a conscious application
of management theory was present as plans were being formulated.
In the planning of functions of the holding company, conscious
effort was applied to establish principles of organization as a
comnunication and co-ordination device.

Also, consideration was

given to the forms and effects of decentralization of operation
for the component units of the system.
Conscious application of management theory was also applied
in standards developed by Southern Sales Company which are being
modified to fit additional situations for application to the
entire system.
Financial and accounting theory was applied both in setting
the capitalization of the new company and in developing the ex
change ratio of operating company stock for holding company stock.
Separate consideration of the adjusted value of assets

and
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earning power of each company Is In keeping with traditional
theoretical concepts.
Establishing operating units as separate cost centers re
flects contemporary theory of the use of accounting as a control
technique.

Also commendable is the use of contribution margin

theory as a technique for determining whether or not to withdraw
from locations which are not operating at a return which covers
all assigned costs.
Tax Regulations
Tax considerations were considered in the initial phases of
fusion before the legal form had been decided upon.

It was

desirable that the form selected should result in a tax free
exchange in order to defer any tax liability and to avoid weaken
ing the present working capital position of the company by a large
cash drain for tax payments.
In its pattern of operation, Venda-Craft is acting to minimize
taxes at both the state and federal levels.

The grouping of

machines by price of merchandise sold in separate corporations,
and the technique for transfer of operating funds to the holding
company were both dictated by tax policy.
Influence of the Stock Market
The rising stock market and the favorable position which
vending issues were enjoying as "glamour issues" were

194
significant facton in the initial decision for the Venda-Craft
combination.

Then, the falling market of 1962 altered the entire

financial pattern.

The lack of interest in new speculative

issues, and the predominantly low prices at which over-the-counter
stocks are selling make an issue at this time impractical.

The

price at which stocks could be sold on the public market is less
than the amount which the promoters consider the fair book value
of the stock as represented by assets.
The change in market conditions was the most important
factor resulting in the change in policy from an immediate stock
issue to plans for a deferred issue with Interim debt financing
being privately placed to meet immediate capital needs for ex
pansion.
Development of Norms For the Vending industry
The emergence of vending companies which are regional or
national in scope and which are publicly held is a development
coming mainly in the decade of the 1950's.

The rapid movement

for consolidation of individual operating companies into regional
or national systems brought equally rapid changes in methods of
operation.

In 1962 and 1963, the wave of combinations began to

abate to allow time to fuse the operating units into sound, work
able systems.

The problem of setting standards of performance is
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Intensified by the rapid changes Incurred as a result of the
rapid growth.

Changes have been so rapid and so drastic that

comparative examples and supporting figures have been difficult
to find.

Much of the information currently available concerning

operations of the new and dominant vending corporations is in
accurate and unreliable.

Recapitalizations and acquisitions of

new firms have caused different bases to be used in computing
operating statistics from one company to another.

As a result,

the raw figures have questionable application for comparison wifeh
another company or even within the same company for different years.
The writer's major criticism stems from the failure of most re
porting sources to indicate if adjustements have been made, or if
so, an what basis.
The writer has collected data on financial operations on six
important vending companies which are considered leaders in the
field.

These data were arranged in tables and analyzed to

determine if an emerging pattern of basic characteristics could be
found.

Certain characteristics were discovered as being repre

sentative of well-managed firms in the industry.

These

characteristics were then used as a standard for comparing the
form and expected operations of Venda-Craft.
Significant characteristics of the national vending industry
drawn from the analysis of the previously mentioned tables include:
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1.

Profit after taxes to net sales for the national
companies typically range from 2.5X to 3.OX.

2.

As companies increased volume from the lover ranges
($10 million) to the medium ranges (up to 63 million),
margin shoved more increase than in higher ranges.

3.

The market price of vending shares reached a peak
in 1961 then shoved declines in 1962.

4.

Price earnings ratios of 30 to 1 vere common in 1961
vlth some stocks going as high as 50 to 1 , 60 to 1
or even 85 to 1.
For 1962, ratios are lower but still
run from 20 to 1 to 40 to 1. (The 353 to 1 ratio of
Automatic Canteen is exaluded from consideration here
because of their 1962 operational difficulties re
sulting in substantially reduced profit.)

5.

Most vending stocks in 1961 and 1962 were selling for
about four times the book value of their assets.

6.

The current
between 1.3

7.

Typically, current assets comprise approximately 40X
of a company's assets. Fixed assets, Including vending
equipments make up the remaining 60X.

8.

Current liabilities most frequently fall between 20X to
30X of the capital structure. Fixed liabilities most
typically comprise 30X to 40X of the capital structure.
Common equity ranges from a low of 30X to a high of 61X.
The 40X to 5OX range would be considered typical.

9.

Saturn on c o m o n equity is typically between 13X and
19X.

ratio during 1961 and 1962 was typically
to 1 and 1.6 to 1.

These conclusions are taken from a very limited sample.

How

ever, the companies studied are the leaders in the Industry.

They

Include both recent combinations (Automatic Betallers of America)
and old established food companies which have expanded into
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vending operations (Prophet Company).

They include stocks which

are traded on the New York Stock Exchange (ABC Vending), the
American Stock Exchange (Prophet Company) and stocks traded overthe-counter (Interstate Vending).

They include a company with

a sales volume o£ $33 million (Macke) and the largest firm in
the vending industry (Automatic Canteen) which has a sales volume
of $223

million.

Vith such diversity of scope, the similar

ities in operating figures Indicate

that some major patterns of

operation are discemable.
Further investigation into the operating statistics of the
emerging vending companies would be a valuable study yielding
significant results both for academic understanding of an
economic change and as operating guides for vending operators.

Application of Industry Norms to Venda-Craft
As a result of the comparative study of the six vending
companies selected as representative of the industry, their
structure and their operating results are being taken as guides
for development of Venda-Craft.

Comparable structure and

operating results are reasonable objectives for the end of fiscal
1965.
The present capital structure of Venda-Craft shows a much
greater reliance on short term debt than is found in the other
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vending companies with which comparison was made.

The direct

plans during the next four years include a program of intermediate
borrowing to supply additional needs and replace short term debt
with intermediate term debt.
The present Venda-Craft margin of profit aftex taxes to net
sales is lower (1.4^9 than that which is considered representative
of the other companies (2.5% to 3.0%).

A comparable margin is

obtainable by 1965 through continued efforts to Increase sales
volume and to replace unprofitable installations with higher
yield operations.
The ability to meet accepted industry standards of structure
and return is essential to complete transition to public owner
ship.

An attempt at public offering before this is accomplished

will result in rejection of the securities by the investing public
or a limited acceptance by speculators under conditions and a
price highly unfavorable to the promoters.

In order to success

fully accomplish their market objectives, the promoters must be
willing to wait until the operational results of Venda-Craft are
closer to industry standards.

Conservative financial projections

indicate that the desired level of performance will not be reached
until fiscal 1965.

The promoters can prepare for eventual com

pletion of the transition to public cwnership by concentrating on
present operations of the holding company system.

They oust

develop a stable organization which can promise potential profits

for the Investor by demonstrating a present ability
operate effectively and realize profits.
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APPENDICES

APPENDIX I

BY-LAWS
of
VENDA-CRAFT

ARTICLE I
NAME
The name of this corporation shall be:

"Venda-Craft, Inc."

ARTICLE II
STOCKHOLDERS' MEETINGS
All meetings of the stockholders shall be held at the
principal place of business of the corporation unless some other
place in Georgia is stated in the call.
ARTICLE III
ANNUAL MgETTNf: OF STOCKHOLDERS
The annual meeting of the stockholders shall be held on
the first Monday in April.
In the event that such annual meeting is omitted by over
sight, or otherwise, on the date herein provided for, a subsequent
meeting may be held in place thereof, and any business transacted,
or elections held, at such meeting shall be as valid as if transacted
or held at the annual meeting. Such subsequent meeting shall be
called in the same manner as provided for special stockholders'
meetings.
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ARTICLE IV
SPECIAL

M K K T T M (Zfl

OF STOCKHOLDERS

Special meetings of stockholders may be called at any time
by the President. It shall be the duty of the President to call
a special meeting of the stockholders whenever requested in writing
so to do by three Directors.
ARTICLE V
NOTICE OF

MEBTTWCS

OF STOCKHOLDERS

Notice of all stockholders' meetings, stating the time, place
and objects for which such meetings are called, shall be given by
the Secretary by mail, postage prepaid, to each stockholder of
record entitled to vote at stockholders' meetings when the notice
is given, at his or her address, as shown on the corporation's
records, at least three (3) days prior to the date of the meeting.
No notice of the time, place or purpose of any regular or
special meeting of the stockholders shall be required, provided
each stockholder, or his attorney thereunto duly authorized by
a writing which is filed with the records of the meetings, waives
such notice, either before or after the meeting.
ARTICLE VI
QUORUM OF STOCKHOLDERS'

MRKTTNfiS

At any meeting of the stockholders a majority in amount of the
capital stock then issued and outstanding, represented in person
or by proxy, shall constitute a quorum to do business, but a less
number may adjourn a meeting from time to time, and the meeting
may be held as adjourned without further notice. When a quorum
Is present at any meeting, a majority of the stock represented
thereat and entitled to vote shall decide any question properly
brought before such meeting. Only a stockholder shall act as
proxy for an absent stockholder.

ARTICLE VII
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BOARD OF DIRECTORS
The number of Directors of this corporation shall be not
less than seven (7) nor sore than twelve (12). They shall be
elected at the annual meeting of stockholders, and shall hold
office for one (1 ) year and until their successors are elected
and qualify. A Director may be removed from office at any time
during his term of office by a majority vote of a quorum of the
stockholders.
The minlmim of seven (7) Directors must be elected, as
indicated, from the following groups:
(a)

Two (2) Directors from those who were former
stockholders or are present officers or Directors
of Southern Sales Company;

(b)

Two (2) Directors from those who were former
stockholders or are present officers or Directors
of Piedmont Dairies, Inc.;

(c)

Two (2) Directors from those who were former
stockholders or are present officers or Directors
of Canteen Company, Inc.;

(d)

One (1) Director from those who were former
stockholders or are present officers or Directors
of Mid-Georgia Candy Company.

Directots need not be stockholders of this corporation.
ARTICLE VIII
POWERS OF DIRECTORS
•
The Board of Directors shall have the entire and general
charge of the affairs of the corporation. The Board may, however,
from time to time delegate authority to one or more officers, and
may constitute and clothe said officers with specific authority.
The Board of Directors may authorize loans of corporate
funds to Directors, officers or stockholders of this corporation
as well as to other parties.
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If a Director should have a personal interest in a trans
action or contract which is considered by the Board of Directors,
that Director shall not vote on the transaction or contract,
although he will be counted for purposes of a quorum.
A majority of the Board shall constitute a quorum and a
majority of the quorum present at a meeting shall determine all
questions.
ARTICLE IX
MgRTTNCS

OF BOARD OF DIRECTORS

Regular meetings of the Board of Directors shall be held in
such places, either within or without the State of Georgia, and
at such time as the Board may from time to time determine, and
if so determined, no notice thereof need be given.
Special
meetings of the Board of Directors may be held at any time and
place whenever called by the President, or, by any three (3)
members of the Board of Directors, three (3) days notice there
of to be given by the Secretary. Meetings of the Board of
Directors may be held at any time without formal notice,
provided all the Directors are present, or those not present
have waived notice thereof.
Such special meetings shall be
held at such time and places as the notice thereof or waiver
may specify, either without or within the State.
ARTICLE X
EXECUTIVE COfflTTEE
The Board of Directors shall elect an Executive Conmittee
from its members. The committee shall consist of no less than
three (3) members, one of whom will be the President, who will
be Chairman of the Executive Committee.
The Executive Conmittee shall have and may exercise the
powers of the Board of Directors in the management of the affairs
and property of the corporation and the exercise of its corporate
powers.

The Executive Conmittee oust approve all capital ex
penditures over $10,000.00 per year. It must approve all
leases for a period of more than a year, and it must approve
any lease, irrespective of duration, vhose rental, on an
annualised basis, aggregates $2,000.00 or more. A majority
of the Executive C omittee shall constitute a quorum, and
a quorum may act on any issue; provided that any decision
of the Executive C o m i t t e e mist be approved by at least two
(2} members of the Committee.
ARTICLE XI
OFFICERS
The officers of this corporation shall be a President,
one or more Vice-Presidents, a Secretary and a Treasurer. One
person may hold more than one office in the corporation, except
that no person shall at the same time serve as President and
Secretary of the corporation. All officers shall be elected
by the Directors. All officers shall hold office for one (1)
year and until their successors are elected and qualify. Any
officer may be removed from office by a majority vote of a
quorum of the Directors. The salaries and commissions of the
officers shall be fixed by a majority vote of the Directors.
ARTICLE XII
ELIGIBILITY OF OFFICERS
Neither Directors nor officers are required to be stock
holders of this corporation.
ARTICLE XIII
PRESIDENT
It shall be the duty of the President to preside at all
meetings of the stockholders and Directors. He shall be the
chief executive officer of the corporation, and subject to the
Board of Directors, shall be in general charge of the affairs
of the corporation. He, together with any other one (1)
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member of the Executive Conmittee, may sign and execute all
notes, contracts or other such obligations in the name of
the corporation, and may with the Secretary sign all certif
icates of shares of the capital stock of the corporation. He
shall do and perform such other duties as from time to time
may be assigned to him by the Board of Directors.
ARTICLE XIV
VICE-PRESIDENT
The Vice-President, in the absence of the President, shall
preside at all meetings of the stockholders. He shall do and
perform such other duties as from time to time may be assigned
to him by the Board of Directors.
ARTICLE XV
SECRETARY
The Secretary shall be present at all meetings of the stock
holders or the Board of Directors and shall keep an accurate
record of the proceedings at such meetings in books provided for
that purpose, and the Secretary shall perform such other duties
and have such other powers as the President shall from time to
time designate. In the absence of the Secretary from any such
meeting, a Secretary pro tempore shall be chosen, who shall record
the proceedings of such meeting in the aforesaid books.
ARTICLE XVI
TREASURER
The Treasurer shall have the care and custody of the funds
of this corporation and shall have all the powers and duties
comnonly incident to his office. He shall have the custody of
all valuable papers and documents of this corporation. The
Treasurer shall deposit all the funds of this corporation in
such bank, or banks, trust company, or trust companies as the
Board may determine. The Treasurer shall keep accurate records
of the corporation's financial affairs.
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ARTICLE XVII
VACANCIES
If the office of any Director or officer becomes vacant by
reason of death, resignation, removal, disqualification or
otherwise, the Directors shall choose a successor, or successors,
who shall hold office for the unexpired term.
ARTICLE XVIII
FISCAL YEAR
The fiscal year of this corporation shall end on April
30 in each year.
ARTICLE XIX
SEAL
The seal of this corporation shall consist of a flat
faced, circular die, and around the outer circle shall be
written the words: "Venda-Craft, Inc. Georgia", and within
the words and figures: "Corporate Seal 1961".
ARTICLE XX
AMENDMENTS
The by-laws may be amended or added to, altered, or
repealed, at any annual or special meeting of the stock
holders by vote of two-thirds (2/3) of the capital stock
issued and outstanding.
ARTICLE XXI
SECURITIES CERTIFICATES
The transfer and registry of all registered securities
of the corporation will be handled by the Secretary of the
corporation.
The Board of Directors shall determine the content and
form of all securities issued by the corporation.

APPENDIX II
(Sample Vending Contract)

VENDING SERVICES AGREEMENT
Date.

This Agreement between Southern Sales, Inc. and our
organization grants to Southern Sales the exclusive right
to provide food, tobacco and beverage products on the premises
of our plant, except as mutually agreed otherwise.
This Agreement, effective this date, shall be for a
period of three years - subject to our written 90 day notice
of cancellation, and shall automatically be renewed each year
thereafter.
The attached list describing the obligations and responsi
bilities assumed by Southern Sales shall be a part of the
Agreement.

By:

CONCUR:
Southern Sales Company

By:

215

216
LIST OF OBLIGATIONS AND RESPONSIBILITIES
1.

Southern Sales shall, without cost, install a
sufficient number of automatic food, beverage and cigarette
vending machines on the described premises and will keep the
machines supplied so as to provide, under normal conditions,
location's employees with sufficient amounts of food, bev
erages, and tobacco products of good quality, prepared and
dispensed in conformity with all applicable federal, State
and local laws and health and sanitation standards.
Such
food and beverages shall be available for purchase at
reasonable prices and size per portion. If the average
number of employees using the vending machine services in
creases appreciably, the Operator at no extra cost to the
location, shall furnish such additional machines as may
be necessary and proper for the prompt servicing of
location's employees and to permit convenient consumption
of the food and beverages.

2.

ACCOUNTING:
Southern Sales will submit to the location,
by the 10 th day of each quarter, following a calendar
quarter a statement covering the sales through the machines
for the preceding months together with a check for the sums
due the location under this agreement.

3.

RENEGOTIATION-TAX AND MERCHANDISE COST CHANGE:
It is
understood and agreed that the schedule of payments under
this contract is based upon the Federal, State and City
sales and exeise taxes and license fees and upon the costs
of merchandise sold through the machines existing at the
date of this contract.
In the event of a change In the
rates of taxes or license fees; or in the event of a change
in the cost of merchandise sold through the machines ex
ceeding 5%, then the schedule of payments provided shall
be adjusted to reflect such change upon a mutually agree
able basis without in any way affecting any of the other
provisions of this Agreement.

4.

LICENSES:
State, county and city license fees, of
course, shall be charged against the sums due the location
under the contract. However, all State, county and city
license fees shall be paid by Southern Sales who agrees
to reimburse the location for any penalties or necessary
expense due to the Carolina Vending failure to obtain
any of the necessary licenses.
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5.

KEPLACEMEBT-TITLE:
The vending machines Included
In this Agreement remain the property of Southern Sales,
who shall have the right at any reasonable time to remove
the machines and replace any of the msrhlnes as he deems
necessary. The location agrees to permit only authorised
personnel of Southern Sales to remove or tamper with any
of the machines.

6.

TAXES-SALES AES EXCISE:
Southern Sales agrees to pay
all sales and excise taxes Incident to sales through the
machines and agrees to reimburse the location for any
penalties or costs necessarily resulting from Southern
Sales* failure to promptly pay such taxes.

7.

MAIBTSEABCE:
Southern Sales will maintain, service,
and keep vending machines In good working order on all
working shifts. Southern Sales will keep all machines
sanitary throughout. Southern Sales assumes all responsi
bility for the mechanical operation of the vending amchlnes.
The location agrees to provide Janitor service to keep
vending areas clean.

8.

PEESOBEEL:
Southern Sales' service personnel will at
all times be dressed in clean uniforms and will observe
all regulations In effect upon the described preariaes.
The location agrees to furnish Southern Sales' personnel
with any necessary identification passes required for
entrance to or exit from the described premises at any
time for day, night or weekend service call.

9.

IESUSAECE:
Southern Sales carries and agrees to continue
in force, Workmen's Compensation Insurance In compliance with
the laws of the State of South Carolina, Southern Sales also
carries and agrees to continue In force product liability
and property damage Insurance.

Southern Sales will furnish the location evidence of this coverage
satisfactory to the location, if requested.
10.

TEW:
This Agreement shall remain In force for a period
of one year from the date hereof and unless canceled, Is deemed
to be automatically renewed from year to year thereafter without
notice.
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11.

CAHCKT.TATIOHi Southern Sales agrees to have the
machines removed from the described premises 90 days
after giving or receiving written notice by registered
or certified mall of cancellation of this Agreement. The
location agrees, however, that It will only exercise its
cancellation option If Southern Sales permits Its services
to fall below normal good vending standards.

12.

S n s m 8 8 INTERRUPTION:
If, because of strikes, riots,
wars, or for any other reason, business operations at the
described premises shall be Interrupted or stopped for
periods of time other than is customary for such business,
then the expiration date of this agreement shall be
extended for an equal period of time.

13.

ALTERATIONS: Each of the parties to the Agreement
agrees to obtain approval of the other before any
alterations are made that would materially affect the
operations in the described premises or of any of the
vending machine Installations.

14.

ENTIRE AGREEMENT:
This Agreement constitutes the
entire Agreement between the parties and no modifications
or waivers shall be valid unless made In writing.

15.

UTILITIES:
The location agrees to provide adequate
water and electrical outlets (when required) at the sites
mutually selected by Southern Sales and the location for
the installation of Southern Sales' machines.
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16.

COMPENSATION: Southern Sales further agrees to pay
the location the following suns, subject to the other
provisions of this Agreement. These percentages will be
based on net volume of sales, after sales taxes (it any}
have been deducted.*
Based on per Machine Average for One Month.
Example: Two Candy Machines sell $132.00
Comm. Rate 5X

COM4.
LATE
OX
IX
2X
3X
4X
5X
6X
7X
8X
9X
10X
11X
12X
13X
14X
15X

CANDY
$ 48
51
55
58
62
66

72
78
84
90
96
102

108
120

132
150

PASTRY
$ 92
97
109
120

132
149
166
189
224
270
333
437
575

HOT
FOOD
$187
206
231
251
293
331
343
462
500
562
625

MILK 59
10 c
$218 $103 $ 71
235 109
79
258 115
81
83
281 120
310 126
85
345 132
88
391 138
91
448 143
94
517 149
99
598 155 104
690 161 110
166 114
172 118
178 123
189 127
200
132

CIGARETTES
$114
126
150
186
240
336
456
600

COM4.
RATI

ox

IX
2X
3X
4X
5X
6X
7X
8X
9X
10X
11X
12X
13X
14X
15X

The commissions described above shall be paid quarterly
for a period of one year, after which a median or an average
commission may be established for future compensations. Any
losses to Southern Sales from the sale of merchandise and/or
the installation of machines at the request of and/or the
convenience of the location are to be charged against any
commissions owed to the location.
From time to time, as operating costs fluctuate up
or down, Southern Sales may make appropriate adjustment in
the commission scales shown above.

The figures given are not indicative of actual commissions
paid. All amounts have been adjusted to conceal the actual payments.
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